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Méssage to Unitholders

2004 was another very successful year for the Brompton Funds
which delivered to their unitholders distributions at lor higher than
generally expected levels and solid growth in net asset value. All of
our funds that commenced operations before 2004 paid special
distributions of $0.10 or $0.20 per unit and achieved total returns
in 2004 between 22.7% and 33.6%. Our new fun1ds also posted
positive total-returns during the year in excess of|their targeted

distribution levels.

On the inside front cover of this Annual Report, the total return

for each Brompton Fund is shown for 2004 and since its inception.

Brompton Leads Issuers in 2004
Brompton was the leading issuer of syndicated structured products in 2004 and raised over $1 billion through the creation of

four new funds.

Two new funds introducing US portfolic manager Flahercy & Crumrine Incorporated to Canadlan investors were
successfully brought to market during the year raising over $550 million. Flaherty & Crumrine Investment G\radc Preferred Fund
and Flaherty & Crumrine Investment Grade Fixed Income Fund were very popular, offering high-quality por‘cfohos of investment

grade securities, attractive yields, a best of class portfolic manager and a unique interest rate hedging strategy designed to provide
protection against rapidly rising interest rates, ‘

In addition, Brompton introduced another member.to its family of popular equal weight index type funds in October, 2004,
Brompton Equal Weight Qil & Gas [ncome Fund reached its maximum offering size of over $400 million in just three weeks of
marketing. This fund is designed with the objective of pro;riding investors with a high level of distributions and low management fees
together with the opportunity for capital appreciation through investment in a diversified portfolio of senior oil and gas trusts.
These objectives were achieved in 2004,

Brompton also introduced its first fund that invests primarily in Canadian equities. Brompton Equity Split Corp.’s portfolio
is managed by Highstreet Asset Management Inc. Highsrrc%ct has successfully achieved superior returns as compail'ed to the TSX index
by employing an active quantitative management strategy that seeks securities thac have faster earnings growth, relatively
attractive valuations, above average quality and market-]ike risk. This fund delivered an 8.9% total return over the 8'%: months it
was operaring in 2004.

The success of these new issues was accomplished by offering high-quality investments structured wirh features to protect
the interests of its investors and delivered at Iow COSt as measured in terms of both management fees and total management

expense ratios.
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Brompton Funds _

Bror';lpron provides investors with a broad range of investment products that cover a number of asset classes and employ different
investment strategies. The focus of our funds is to deliver to investors an attractive level of distributions. As a result, most of the
asset classes in which we invest generate regular cash payments and include operating income trusts, fixed income investments
comprising investment grade corporate debt, preferred securities and high-yield debt, and common shares. The funds employ
various hedging strategies to protect against specific risks including, where applicable, hedging against foreign exchange risk.

Asset Classes

Income Funds - Income funds had another exceptional year of performance in 2004. The S&P/TSX Capped Income Trust Index
showed a total return of 26.7% over the year. A number of factors contributed to this positive performance including continued
declines in long-term interest rates, strong funds flows into the sector and a resolution over concerns regarding investor liabiliry
with the passage of limited liability legislation in Ontario and Alberta. Cash flow growth by a number of the funds, particularly
in the business trust and oil and gas trust sectors, also contributed to the strong performance.

: Subsequent to year end, Standard & Poor’s announced that it would be including income funds that meet specific criteria
into, the S&P/TSX Composite Index, likely commencing by mid-2005. It has been estimated that approximarely 60 - 65 income
funds will be included in the composite index which is expected to lead to increased investor interest in the unirs of these funds.

Fixed Income — With unemployment levels falling, economic activity growing at a rate of approximately 3.7%, capacity utilization
incrseasing, inflation rising from low levels and a large current account deficit, the US Federal Reserve began increasing interest
rates in 2004. Higher interest rates typically result in higher yields on long-term debt and a corresponding decrease in bond value.
Thilc. was not the case in the United States, with long-term yields declining during the year. Credit spreads on corporate debt
declined during the year due to improvements in corparate balance sheets, a general perception in’the market of overall
improvements in corporate credits and limited new issues versus a significant supply of US Government treasury offerings ro fund
the US budget deficit. Preferred securities and high-yield debt markets also experienced similar spread compression during the year.

Canadian Equities — Canadian equities performed well in 2004 due to solid economic growth, increases in commodity prices,
particularly oil and gas, and an environment of low interest rates, which tempered the negacive impact of the appreciating
Cariadian dollar for Canada’s manufacturers. As a result, the TSX composite index provided a total return of 14.5% over the year.

E
4

Income Tax Reporting
It is important that investors receive information required to complete their income tax filings on a timely basis. This information
will be made available for distribution to investors as soon as possible following receipt of the necessary reporting from our
portfolio investments. A breakdown of the tax information relating to the distributions for each fund is available in this Annual
Report under the heading 2004 Tax Informarion.

]

Outlook

We have had a very favourable market for income investments for a number of years now which has been reflected in the
performance of the Brompton Funds. Brompton has made significant investments in each of its funds and believes in the long-term
prospects for the asset classes in which they invest. Nevertheless, investors should be cautioned that fixed income investments
continue to trade near historically low yields and a reversal towards higher long-term interest rates could put downward pressure

1
on net asset vatues of the funds. .
'

Re%spectfully submirtted on behalf of the Board of Directors of the Managers,

Peter A. Braaten Raymond R. Pether

Chairman Chief Executive Officer

March 11, 2005
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Board of Directors

Aubrey W. Baillie
BA, CA
1,2,7

Mr. Baillie has over 30 years of experience in the
investment business and is currently a director of
Brompton Management Limited and managing
director of Newpaort Parmers Inc. From 1976 1o 1999,
Mr. Baillie held various senier positions at BMO
Nesbitt Buras Inc. and its predecessor companies,
including the office of Chairman, President and
Chief Operating Officer. Me. Baillie is a member of
the Board of Directors of Welton Energy
Corporation, Newport Partners Inc. and is the past
Chairman of the board of trustees of United Way of
Greater Toronto and other charitable organizations.
Mr. Baillie received his Bachelor of Arts degree
{honours) in Business Administration from the
University of Western Ontario in 1967 and was
awarded his chartered accountant designation
in 1970,

Peter A. Braaten
BA, MBA
1,2,3,4,5.6,7,8,9, 10

M. Braaten has over 3D years of experience in the
investment business in Canada and the United
Kingdom and has been Chairman of the Brompton
Group of Companies since 2000. Prior thereto,
Mr. Braaten was President and CEQ of Morrison
Midlefield Resources Limited and 2M Energy Corp.,
borh public ol and gas compantes. Mr. Braaten was
also one of the founders of the Middlefield Group
in 1979 and was a partner of the group from 1981
to 1998. Mr. Braaten is director of all the Brompton
Funds, the Brompton Group of Companies, Welton
Energy Corporation and Newport Securities Inc.
He received a Bachelor of Arts degree (honours) in
economics and mathematics from the University of
Westeen Ontario in 1967 and a Master of Business
Administration degree in 1969 from the University
of British Columbia.

Brompton has assembled a highly qualtf]ed Board of Directors

to represent the interests of the unitholders or shareholders of each
of the funds. In addition, members of the Board|of Directors of
Brompron Management Limited provide valuable insight, expertence
and oversight for Brompton Funds.

Mark A. Caranci
B.Comm, CA

Mr Caranci 1s Chief Financial Officer for the
Brompton Group of Companies and has held this
position since 2000 Mr. Caranci has over 12 years
of financial expcncnce with public and private
companies. }'urmcrly, Mr. Caranci was Vice Peesident
of Finance at the Middlefield Group from 1996 to
2000. He has held various senior positiens with
public compnmes including Chief Financial Officer
of Western Facilities Fund and Vice President of
Finance of ZM Energy Corp. and its predecessor,
Morrison Middlefield Resources Limited. Prior to
1996, Mr. Caranei worked at Price Waterhouse,
Chartered Accountants. Mr. Caranci is a Chartered
Accountant and a member of the Qntario Institute
of Chartered Accountants and received a Bachelor
of Commerce degree from the University of
Toronto in 1992, ~

James W. Davie
B.Comm, MBA
2,3,4,56,7,8,9,10

Mr. Davie has (I:vcr 30 years of investment banking
experience and currently serves as a corporate
director. Mr. Davie has held a number of senior
positions at RB(‘ Dominion Securities Inc. since 1973
including manﬂbmg director of Investment Banking
and head of Equity Capital Mackets from 1987 to
1999, Mr. Davie is also a ditector of Profico Energy
Management-Inc., Navigo Energy Inc. and Taylor
Gas Liquids Lid. and is a trustee of Qil Sands Split
Trust and Bloorview Macmillan Children’s Centre.
Mr. Davie rccci\jﬁed a Bachelor of Commerce degree
frem the University of Toronto in 1965 and a
Master of Busmcss Administration degree from
Queen’s Umvcrstty in 1967.
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BSc¢, MS, LLLB
] :

Mr. Hoffmann has over 25 years of experience as a
senior corporate lawyer advising clients in the
Canadian financial services industry. Mr. Hoffmann
joined the Brompton Grbup of Companies in 2004
and participates in the dlrcctmn of all activities of
the group. From 1990 to 2004, Mr. Hoffmann was
a partner at McCarthy Tetr:mlt focusmg on corporate
finance and mergers and acquisitions. From 1987
to 1989 Mr. Hoffmann was Execurive Vice President
and Chief Operating Ofﬁccr of Granite Street Inc.,

a private investment and holding company, and
from 1980 to 1987 Mr. Hoffmann was a partner at
Burnet, Duckworth & Palmer, Mr, Hoffmann is a
member of the Law Society of Ontario and received
both a Bachelor of Laws and Bachelor of Civil Laws
degree from McGill Univ: ersuy, a Master of Science
from Universiry of Cal:forma, Berkeley, and a Bachelor
of Science degree from MeGill University.
Mr. Hoffmann is also a director of Delta Systems Inc.,
MKS Inc. and The Northera Trust Company, Canada.

Donald L. Lenz
BSc
1,59

Mr. Lenz has over 30 years of experience in the
investment banking business and is currently a
director of Brompton Managrmtm Limited and
managing director of Newpon Pareners Inc. Me. Lenz
was Vice-President and Birector of the Corporate
and Investment Banking Division of RBC
Dominion Securities Inc, from 1986 to 1999. From
1976 to 1986, Mr. Lenz was employed at Goldman
Sachs & Co. in New |York as Vice-President
Corporate Finance specializing in Canada. Mr. Lenz
is a member of the Board of Directors of
DataMirror Corporation', Mad Catz Interactive,
Inc., Trizec Canada Inc., Cancer Care Onrario, The
Lmdlaw Foundation, Ontario Genomics Instituze
as well as Vice-Chairman of Ontario Research and
Dievelopment Challenge Fund Mr. Lenz received a
Bachelor of Science in chemlcal engineering from
the University of Saskatchewan in 1970.

Christopher $.L. Hoffmann




Denald W.C, Lillic
BA, MBA

Mr. Lillie has over 30 years of business experience
and is currently President and CEO of Brompton
Capital Advisors Inc. From January 1994 to July
2001, Mr. Lillie was Chairman and CEQ of
International Strategic Capital Corp. From
September 1989 to January 1994, Mr. Lillie was
President of Middleficld Sccurities Limiged and,
prior to that, held senior positions with Suncor Inc.,
Gulf Canada Inc., Canterra Energy Inc. and Shell
Canada Ltd. Mr. Lillie also acted as a pension fund
portfolio manager for National Trust Company Led.
Mr. Lillie has a Bachelor of Arts degree (honours)
in cconomics from Lakehead University and a
Master of Business Administration degree from
Yorlf Univezsity.
!

P. Michael Nedham
f“‘\ BSc, MBA, CBV
y 1.4.6,10

Mr. Nedham has over 30 years of experience in the
investment business and is currently a director of
Brompton Management Limited and managing
director of Newporr Parmers Inc. He co-founded
Canada's first M&A group in 1971 at Burns Bros
& Denton, a predecessor of Burns Fry and BMO
Ncsbm Burns Inc. and served on its Board of
Directors from 1974 to 1986, In 1986, Mr. Nedham
co-founded Lancaster Financial Inc., which was sold
to TD Securities Inc. in 1995, and was managing
director of TD Securities Inc, undl 1998, Mr, Nedham
is a member of the Board of Directors of Newport
Partners Inc. and x.eye incorporated. Mr. Nedham
received an engineering degree from Queen’s
University in 1964, a Master of Business Adminis-
tration degree from the University of Western
Ontario in 1969 and is a member of the Canadian

[nstitute of Chartered Business Valuators.
|

3
|
i
'

1 Director, Brampton Management Limited

1 Director, Brompton Stable Income Fund

3 Director, Brompron MVP Income Fund

4 Director, Brompton VIP Income Trust

§ Direcror, Brompron EWI1 Managemen: Limited

Raymond R, Pether
BA, MBA
1

Mr. Perther has 28 years of experience in the
investment business having held numerous high
level banking, real estate finance and invesrment
positions. Mr. Pether co-founded the Brompton
Group of Companies in 2000 and is Chief
Executive Officer of Brompton Limited, its parent
company, Formerly, Mr. Pether was President and
Chief Executive Officer of Western Facilities Fund
and was also Chief Operating Officer of Morrison
Middlefield Resources Limited. Prior thereto,
Mr. Pether held several senior positions with the
Middlefield Group, including President of Middlefield
Resources Limited. Mr Pether is a director of
Welton Energy Corporation. Mr. Pether received a
Bachelor of Arts degree in economics from the
University of Western Ontarie in 1973 and a
Master of Business Administration degree from
McMaster University in 1975,

Arthur R.A. Scace

2,3.4,5.6,7.8,9, 10

Mr. Scace is counsel at McCarthy Tétrault and has
over 35 years of legal and business experience.
Mr. Scace began his career at McCarthy Tétrault in
1967 and served as the firm's Natioral Chairman
from 1997 to 1999, Mr. Scace is Chairman of the
Board of Directors of The Bank of Nova Scotia and
several ather Canadian companies, and is a former
Treasurer of The Law Society of Upper Canada.
Mr. Scace received a Bachelor of Arts degree from
the University of Torento in 1960, a Bachelor of
Arts degree from Oxford University as a Rhodes
Scholar in 1963, a Master of Arts degree from
Harvard University in 1961, and a Bachelor of Law
degree from Osgoode Hall Law School ar York
University in 1965, Mr Scace is also a Queen’s
Counsel and has received honourary Doctorates of
Law from The Law Society of Upper Canada and
York University.
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BN (- pA MA, LLB, LLD

6 Director, Brompton Business Trust Management Limited
7 Director, Brompton Equity Split Corp.

8 Director, Brompton Preferred Management Limited

9 Direcror, Brompton Energy Trust Management Limited
10 Director, Brompron FFI Management Limited

¥

Mr. Wallace has over 25 vears of experience in the
investment business and is currently a director of
Brompton Management Limited and managing
director of Newport Partners Inc. From 1997 to
1999, he was President of Wealth Management at
Canada Trust Financial Services Inc. and, from
1987 w 1995, Mr. Wallace held various senior
posittons at Midland Walwyn Capital Inc.,
including the office of President from 1991
1995, He was a Governor of the Toronto Stock
Exchange from 1993 to 1995. Mr Wallace is a
member of the Board of Direcrors of each of Welton
Energy Corporation and Newport Partners [ne.
Mr. Wallace received his Bachelor of Arts degree in
commerce from McGill Universicy in 1976 and a
Master of Business Administration degree from the
University of Western Ontario in 1978,

i
Ken §. Woolner

BSc, PEng
2,3,4.5,67,89,10

Mr. Woolner has 20 yvears of experience in the oil
and gas industry. Since December 2001, he has
been President and Chief Executive Officer of
Lightning Energy Ltd., a TSX listed oil and gas
company operating in Western Canada. Mr
Woolner was the President and Chief Executive
Ofticer of Velver Exploration Ltd. from April 1997
to July 2001, From November 1991 to March
1997, Mr. Woolrer was employed by Marrison
Petroleums Lad., in various positions, including
Vice-President, Marketing and Executive Vice-
President of CGGS Canadian Gas Gathering
Systems Inc. In addition, Mr. Woolner was a
director of Nevis Ltd., the underlying operating
company of Western Facilities Fund, a public
income trust. Mr. Woolner is a professional
engineer and received a Bachelor of Science degree
in geological engineering from the Um\ersny of
Toronto in 1983,




Statement of Governance Practices

Brompton supperts good governance practices for its Brompron funds which include Brompton VIP Income Trust, Brompton MVP Income Fund,
Brompton $table Income Fund, Brompton Equal Weight Income Fund, Business Trust Equal Weight Income Fund, Brompton quulr) Split Corp.,
Flaherty & Crumrine Investment Grade Preferred Fund, Brompton Equal Weight Oil & Gas Income Fund, Flaherry & Crumnne Investment Grade
Fixed Income Fund and Brompton Advantaged Equal Weight Oil & Gas Income Fund. The managers of the Brompton funds have adopted the TSX
guidelines for corporate governance and will adopt the new standards for invesement funds set by the Oneario Secucities Commission' ence they are finalized.

Each fund is managed by a separate management company and consequean), the boards of direcrors and commirtees referred to are the boards
and committees of the individual management companies with the exception of Brompton Equity Split Corp. which has its own board of directors
and committees. .

We are pleased to report on our governance practices as follows:

TSX Guidelines for Effective
Corporate Governance

Fund Governance Practices

1.

The Board of Directors of every corporation should
explicitly 2ssume responsibility for che stewardship
of the corporation.

As part of the overall stewardship responsihiliry,
should assume responsibilicy for the following
matters:

a. adoption of a strategic planning process

b, the identification of the principal risks of the
corparation’s business and ensuring the
implementation of appropriare systems to
manage these risks

¢ succession planning, including appointing,
training and monitoring senior management

d. a communications policy for the Corporation

¢, The incegrity of the Carporation’s internal
control and management information systems,

Pursuant 1o a management agreement, the Corporation has exclusive authority to manage the businzss and alfairs of the Furd. ro
make all decisions regarding the business of the Fund and te bind the Fund. The Boazd of Directors (“Board™) of each Corporation
supervises the management of its respective Fund to ensure the Corporation meers its obligations under the management agreement
and approves all significant decisions befare they are implemented. The Board also ensures thar the Corporation exercises its powers
and performs its duties honestly, in good faith and in the best interests of the Fund and of the unitholders or sharcholders of the Fund
and to this end has adopted the Brompton Group Code of Business Ethics. The Beard also ensures that the Corporarion exercises
care, diligence and skill that a reasonably prudent and qualified manager would exercise in comparable circumstances. Each Board
delegates to managemens certain authorities and responsibilities for the day-to-day affairs of its respective Fund in accordance with
the terms of the applicable management agreement and reviews management’s performance and effectiveness within such context.

Each Board has adopred a formal mandate thar scts out its stewardship responsibilities and those responsibilitics specifically
delegated to management. Such mandate and delegation of authority and the Brompton Group Code of Business Ethics are available
on the applicable fund websire ar www.bromptongroup.com.

The declaration of rrust, articles of incarporation andfor prospectus for each Fund sets the investment objectives, investment strategy,
investmen: restricrions, investment guidelines and rebalancing eriteria, as applicable, which effectively constitute the approved
strategic plan. Changes to the aloresaid require the 2pproval of the Fund's anitholders or shareholders in accordance with the terms
of the declaration of trust or articles of the Corporation. Each Beard meets quarterly and reviews the performance of the porsfalio
manager and/or manager both as to compliance with the portfolio management agreement and/or management agreement as well as
to ensure the investment objectives of the Fund are being met and the investment strategy, invesmment restrictions, investment
guidelines and rebalancing criteria, as applicable, are being followed. The Board also monitors the suitability of the investment
stracegy to meet the investment objectives and is responsible for preparing, for adoption by the unitholders or sharcholders, any
amendments to the investment objectives, investment strategy, investment restrictions, investment guidelines or rebalancing criteria,
as applicable, which the Corporation believes are in the best interests of the unitholders or shareho’ders. The Board also reviews,
provides input and approves all other major policy decisions.

The prospectus for the initial public offering of each fund vutlined the Fund’s principal risks, and, on an ongoing basis, the Board
and management review changes in the strategic eavironment and new business risks and opportunities. The Audir Committee of each
Botrd reviews these risks, how these risks are being assessed and managed and reports o the Board on these matters. The Annual
Infarmarion Form of the funds provides unitholders with a current assessment of the principal risks. The Board also reviews 2nd
approves the internal controls and risk managemens policies and systerns.

v

Each Fund has delegared the management of the Fund o the Corporation whose Board oversees the performance of the Corporarion
and the portfolic manager, as applicable. The actively managed funds, VIP, MVF, BSR, FAC, Split 2nd FFI, have delegated the
portfolio zdvisory funciions te an independent portfolio manager. Portfolio decisions for the index-li%e funds, EW1, BWI, OGF, and
AQG, are the responsibilizy of Brampton Capital Advisors Inc.

The Board reviews the performance of the portfolio manager and Brompton Capital Advisors Inc, and can replace them if che
Corporation determines a change would be in the best interest of the unitholders or shareholders.

The Board monitors the performance of the Corporation and its CEQ and approves all appeintments to senior positions with the
Corporation, The Board supports management’s commirment to training and developing all employees.

v

Each Board has adopted the Brompron Group Disclosure Pokicy for the Fund which it manages to ensure that procedures are in place
10 provide for the timely and fair dissemination of information to unitholders and shareholders and potential unitholders and
shareholders and to ensurc an adequate response to unitholder and sharcholder inguiries. Unitholders or sharcholders can provide
feedback to the Corporation in 2 number of ways, inchuding by telephone, email, fax and mail. The communications policy of each
Fund outlines the procedures for disclosure of material informarion, announcements, and information to be posted an the respective
Fund website. In addition, each Board has appointed a continuous disclosure manages for the Fund. The Board reviews and approves
the Fund's major disclosure documents including Financial Statements, Management’s Discussion and Analysis, Annual and Interim
Reports and its Annual Information Form, .

The Board through its Audit Committec requires management Lo implement and maintain appropriate systems of internal contral for
the Fund which it manages and meets with management ro assess the adequacy, integrity and effectiveness of these systems of internal
control. The Audit Committec also meets independently with the Fund's auditors at least annually following the audit of the Fund's
financial stacements 1o receive feedback on management’s performance with respect 1o these issues.

283

The Board should be constituted with a majoriry of
unrelated directors,

The Board should discluse en an annual basis whether
the Board has a majority of unrelated directors o,
in the case of a Corporation with a significant
sharehulder, whether the Board is constituted with the
appropriatc number of directors which are not
related 1o either the Corporation or the significant
shareholder, and the analysis of the application of the
pringiples supporting this conclusicn.

The Boards are made up of three independent and unrelated directors and two related directors and in each case, one of the related
direcrars is an outside director. No unrelated directors have any material dealings with the Fund or the Corporation other than
through their role as directors and ownership of units or shares in the Fands. The Boards are, therefore, made wp of a majority of
unrelated directors who do not have other marerial interests in or relationships with the Funds. No Fund has a significant shareholder.
Each Corporation is wholly owned by Brompton Management Limited.
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The managers of the Brompton Funds are:

Manager (individuaily the “ Corporation™)
Brompton VIP Management Limited
Brompton MVP Management Limited
Brompton SI Fund Management Limited
Brompton EWI Management Limited
Brompton Business Trust Management Limited
Brompton Equity Split Management Limited
Brompton Preferred Management Limited
Brompton Energy Trust Management Limited
Brompton FFl Management Limited
Brompton AOG Management Limited

Brompton Fund {individually the “Fund™)

Brompton VIP Income Trust (*VIPT)

Brompton MVP Income Fund {*MVP™)

Brompton Stable Income Fund (“BSR™)

Brompton Equal Weight Income Fund (*EWI™)

Business Trust Equal Weighr Income Fund ("BWI™)

Brompton Equity Split Corp. (*Split™}

Flaherty & Crumrine Investment Grade Preferred Fund (“FAC™)
Brompton Equal Weight Oil & Gas Income Fund (*QGF")
Flaherty & Crumrine [nvestment Grade Fixed Income Fund (“FF1™)
Brompton Advantaged Equal Weight Oil & Gas Income Fund (*A0G™)

TSX Guidelines for Effective
Corporate Governance

Fund Governance Practices ;

4.

The Board should appaint a commirtee of directors
composed exclusively of outside dizectoes with the
responsihility for proposing 1o the full Board new
nominees to the Board and for assessing directars
on an ongeing basis,

The Corporation ducs not have a nomtinating committee, however, the Board has implemented a procedure whereby the Corporate
Governance Comminee of cach Board identifies, evaluares and recemmends nominees for the Board and assesses directors on an
ongoing basis. Each Corporate Gavernance Commirter is composed exclusively of independent and unrelated directors.

When recruiting new directors, the Board will ensure irself that the candidates possess the ability to devote the time required,

-a willingness to serve, personal qualities, traits and competencies such as integrity, experience and a solid wrack record as well as

financial literacy or expertise which add value to the Board.

. The Bcuni should implement a process to be carried

out by the nominating comminee or other appropriate
commirtee for assessing the effectiveness of the
Board as a whole, the committees of the Board and
the contribution of individual directors.

i

The Cerporate Governance Committee monitors, reports on and makes recommendations regarding the effectiveness of the Board
and its committees including evaluating the frequency, content and attendance at meetings. adequacy of information given to
direcrors, communication processes between the Board and management and the strategic processes of the Board and its committees.

" The Corperate Governance Commirtee canvasses the directors to provide feedback for these evaluations and recommends changes 1o

enhance the performance of the Board based on the feedback. Such evaluations are carried out annually.
-3

. The Board should provide an orentation and

continuing education program for new direcrors.

Each director is provided with a comptchensive orientation package containing up-to-dare informatian on the Furd, histarical public
information abous the Fund, the charters of the Board and its committees and current information on corpotare governance. The
Board receives quarterly presentations from management on the Fand’s business. .

., The Bmgﬂ shoutd examine its size and establish a

Board size which facilitates effective decision making.

The Corporate Governance Committee reviews the compuosition and size of the Board annually. ‘The Committee determined that five
directors is an appropriate Board size for cffective decision making and communication. This clement is ¢onsidered by the Board as
pant of the overall Board effectiveness evaluation discussed abave.

.

. The Buard should review the adequacy and form of

the cumpcns.mon of directors and ensure the compen-
sation realistically reflects the responsibikities and
risk involved in being an effecrive director.

7
Each Corporate Governance Commitzee annually reviews directar compensation and recommends appropriate adjustments based on
the time commitment, risks and responsibilities of the directors. Director’s fees are paid only to the non-managemenz directors and
are paid in cash.

Commitiees of the Board should generally be
composed of outside directors, a majority of whom
are unrelated directors.

|

Each Board has two committees, the Corporate Governance Committee and the Audit Committee, both of which are comprised solely
of independent and unrelated directors,

i

Each Board should assume responsibility for, or
assign 10 a committee of directors, the general
responsibility for developing the Corporation’s
approach to governance issucs and respond to the
TSX Cotporate Governance Guidelines.

]
H

Each Board has appointed a Corporate Governance Committee ta develop and monitor the Fund’s approach to corporate governance

issues, The Committee advises and assists the Board in applying governance principles and practices and tracks developments in
h

corporate governance.

The Board and the Corporate Governance Commitree review and approve this statement on an annual basis.

T
. The Board, together with the CEQ, should develop

position ! descriptions for the Board and for the
CED, mvul\lng the definition of the limits to
managcmcms responsibilities. [n addition, the Board
should approve or develop the corporare ebjectives
which the CEQ is responsible for meeting.

*| The Board has approved its mandate and a position description for the CEQ including the definition of the limits to management's

responsibilities. The Roard approves the corporate objectives and assesses the CEO against these objectives annually.

"

. The anz‘_ard should have in place appropriate

structures and procedures to ensure that the Board
can function independently of management.
f

The Board has appointed an independent and unrelated director as lead direcior and each Board is comprised of a majority of
independent and unrelated directors. Each Board meeting allows for the lead director of the Board m chair a meeting of non-
management directors at which any concems may be freely expressed.

. The Audit Commirtee should be composed only of

outside directors and its roles and responsibiliies
should sbe specifically defined. The Audit

Committee should have direct communicarion

- channels with the auditors. The Audit Committee

duties should include eversight responsibility for
management reporting on internal conteols and i is
the responsibiliry of the Audit Commitree o ensure
that management has designed and implemented
an tffr:c‘(i\rc system of internal controls.

The Audit Committee is comprised solely of mdcpendcnt and unrelated directors and its roles and responsibilities are outlined in its
chatter, The auditors have a direct line of communication with the Commiteee ar all times and the auditors meet with the Committee
without management present at least annually,

All members of the Audis Commitices arc fmancially literate and have financial expertise, Financial hr:racv is defined as the abalicy
10 read and understand a balance sheet, an income statement and a cash flow szatement for an investment fund, Financial expertise
is defined as the ability to analyze and inzerpm a full ser of financial statements for an investment fund including the notes atached
thereto, in accordance with Canadian generally accepted accounting principles. .

. The Board should implement a system which

enables 3 an individual director to engage an vutside
adviser “at the expense of the Corporation in
appropriate circumstances with approval of an
appropriate committee of the Board.

]

Individual directors may, with the approval of the Corporate Governance Committee, engage outside independens professional

advisors ar the expense of the Fund, ,
. I
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Portfolio Managers

In order to provide innovative and value-added investment products, Brompton has partnered with some of the most highly-

qualified and well respected portfolio managers in the :}ndusrry.

MFC Global lnvestment Management
MFC Global Investment Management is the diversified i investment managemenr group of Manulife Financial and is the portfolio
manager for Brompeon’s three oldest funds - Bmmpmn VIP Income Trust, Brompton MVP Income Fund and Brompton Stable

Income Fund. MFC Global is a top-ranked portfolio manager of income fund investments with extensive experience in income
trusts and both high-yield and investment grade fixed income investments. In fact, of the 2,357 Canadian mutual funds rated by
Morningstar, Elliott & Page Monthly High Incomé Fund ranked #2 overall in risk-adjusted returns for the ﬁve year period ended
January 31, 2005. MFC Global has more than 100 years of experience managing portfolios for The Manufaclturers Life Insurance
Company, John Hancock Life Insurance Company, and other major clients. With more than Cdn$200 billion in assets under
management, MFC Global Investment Management is a leading global investment management group.

Flaherty & Crumrine Incorporated
Flaherty & Crumrine Incorporated is the oldest and most experienced firm specializing in preferred securities with extensive
additional experience in corporate debt instruments. Flaherty & Crumrine acts as portfolio manager for two Brompron funds —
Flaherty & Crumrine Investment Grade Preferred Fund!and Flaherty & Crumrine Investment Grade Fixed Income Fund, both of
which invest in investment-grade corporate debt and preferred securicies, primarily of US issuers. The firmuses intensive credit
analysis and thorough analysis of securities’ terms and structure and active portfolio management, exploiting pricing inefficiencies
in the fixed income markets to provide attraciive rates of return on its funds.

Flaherty & Crumrine’s two oldest funds (NYSE: PFD and NYSE: PFO} have received Morningstar 4 and 5-star overall ratings
and have outperformed an index of Lipper Domestic US Investment Grade Bond Funds, while providing low levels of volatility.
To achieve this, Flaherty & Crumrine employs a safet) net” hedging strategy in the management of all its funds, mitigating the
risk of significant.increases in interest rates, but allowmg, the net asset value of the funds to increase if interest rates decline. As
a result, the hedge permits distributions paid by the funds to increase if interest rates increase significantly, vL:hnle being relatively

resistant to dechmng nterest rates.

Highstreet Assct Managcment Inc.

Highstreet Asset Mariagement Inc., a top Canadian equity manager, was chosen as the portfolio manager for Brompton s Equity
Split Corp. Highstreet uses its proprietary GVQ™ investment strategy to seek our equity investments that offer more attractive
growth, value and quality characteristics as compared to the S&P/TSX Capped Composite Index while maianaining market-like
risk. Highstreet uses a quantitative investment methodology and rigorous buy and seli discipline to achieve superior long-term
returns for its investors. Highstreet's Canadian Equity Fund has outperformed the TSX benchmark by over 6% per annum since

inception in Ocrober 1998,

Brompton Capital Advisors Inc.

Brompton Capital Advisors Inc., a division of Brompton Group, acts as portfolio manager for all of Brompton’s passive index-
type funds — Brompron Equal Weight Income Fund, Business Trust Equal Weight Income Fund and Brompton Equal Weight
Qil & Gas Income Fund. Historically, diversification has been a proven method for tempering risk while providing investors the
opportunity for high returns. Brompton’s equal wcightl approach provides investors with an index-like in\lzestment that limits
exposure to any single security by investing an equal dollar amount in each security that meets defined inclusion criteria and by
rebalancing periodically to reflect overall changes in ihs market. BCAPs main responsibilites include plortfolio investment

and rebalancing.
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The Fund ;

Brompton VIP Income Trust is a closed-end investment trust that is listed on the Toronto Stock Exchange under the symbol
VIP.UN. The Fund invests in a broadly diversified portfolio of income generating investments including business funds, real estate
investment trusts, oil and gas funds, power and pipeline funds and high-yield debt in order to deliver to investors a high level of
monthly distributions. VIP is actively managed by MFC Global Investment Management, a subsidiary of Manulife Financial Corp.
The trust is RRSP, DPSP, RRIF and RESP eligible and does not constitute foreign property for such plans.]

Management’s Discussion and Analysis

The following information provides an analysis of the operations and financial position of the Fund and it should be read in
conjunction with the financial statements and accompanying notes.

We are pleased to report that the Fund continued its strong performance in 2004. A total of $1.10 per unit was distributed
to unitholders during the year, which when combined with an appreciation in net asset value of $2.34 per unit, represents a 30.3%
total return for 2004. Since the inception of the Fund in February 2002, the Fund has generated a toral return of 76.2%.

Distributions

During the year ended December 31, 2004, the Fund distributed $1.10 per unit comprised of $1.00 per unit in regular monthly
distributions and $0.10 per unit as a special distribution. Since inception, the Fund has paid regular monthly distributions at or
exceeding its original objective. In 2004, approximately 39% of the distributions was classified as a return of capital for tax
purposes. See the section titled 2004 Tax Information in this Annual Report for more information on the income tax character-
istics of the distributions for 2004.

The Fund has a distribution reinvestment plan which allows participating unitholders to automatically reinvest monthly
distributions in additional units of the Fund. For the year ended December 31, 2004, 62,534 units were acquired in the marker at
an average price of $11.61 per unit.

Investment Portfolio

As of December 31, 2004, the Fund’s investments included a total of 49 income funds and 60 fixed income investments, which
provide diversification by issuer, industry and asset class. The breakdown of the portfolio is shown in the accompanying pie chart,
and a detailed listing of the Fund’s security holdings is provided in the financial statements.

The Fund recorded net gains (realized and unrealized) of $22.0 million during the year as detailed in the table below. Business
funds provided the largest contribution, while all other sectors added to the Fund’s excellent performance! It should be noted that
the Fund's fixed income securities are high-yicld debt, which are mostly denominated in US dollars. In order ro'hedge this foreign
exchange exposure, an amount approximately equal to these US dollar denominated assets was borrowed under the Fund’s credit
facilities in US dollars. As a result, gains or losses on the US dollar foreign exchange hedging are included|with the gains or losses
on the fixed income securities to show the net gain from this investment activity.

Net Gains {Losses) by Sector (millions) Realized| Unrealized Total
Business funds s 26, § 125§ 15.1
Qil and gas funds 0.6 3.3 319
Power and pipeline funds — 0.4 0.4
Real estate investment trusts - 23 2.3
Fixed income securities and foreign exchange (1.0) 1.3 0.3

Toral s 221§ 198 § 220
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Net Asset Value
During the year ended December 31, 2004 the net asser value of the Fund Net Asset Value Since Inception
increased by $2.34 per unit or 21% to $13.70, broken down as follows:

i

Per Unit £14.00
Net inves;mem income $ 0.98 c12.00
Ner realized gain on investments 0.23 ’
Net reahzed gain an loans payable ' 0.01 £12.00
Net change in unrealized gain on investments 2.07
Net change in unrealized gain on loans payable 0.13 $11.00 .
Resqlrs of operations . 3.42 $10.00
Capital transactions . 0.02
Less: distributions (1.10) s9.00 J 1 \
Increase in net asset value $ 2,34 Feb 02 Jan 03 Jan 04 Dec 04

Liquidity and Capital Resources

As of December 31, 2004, the Fund had total borrowings of $21.1 million under its credit facility, which represented 14.5%

of total assets. These borrowings were comprised of US$13 million at a fixed rate of interest of 3.89% unul May, 2008,
US$2.8 million based on floating rates of interest priced against LIBOR and $2.2 million on floating rate borrowing based on the

bankers’ acceprance rate. The portion of the borrowings on a fixed interest rate basis reduces the Fund’s exposure 1o rising interest

rates until 2008. The borrowings have been used principally to invest in additional portfolio investments to increase the overall

distributions paid by the Fund.

To provide liquidity, units of the Fund are listed on the TSX under the symbol VIRUN. The Fund’s normal course issuer bid allows
it to purchase its units on the TSX when they trade below net asset value. As a result, purchases under the issuer bid are accretive
to the net asset value of the Fund. A total of 120,200 units were purchased during the year at an average price of $11.11 per unit. .

Unitholders may also redeem units of the Fund on the last business day of December of each year at the then current net asset

value. In December 2004, the Fund announced that it had amended the method by which it was determining the net asset value
for redemption purposes. The securities in the portfolio that are listed or traded on a stock exchange will now be valued by taking
the weighted average trading price of the securiries for the last three days of the month in which the redemption occurs. This
method of calculating the net asset value is intended to maintain a fair redemption price for the unitholders who redeem their units,
while minimizing the likelihood that long-term unitholders will be adversely affected by unusual short-term increases in the values
of the portfolio securities. On December 31, 2004, a total of 786,205 units were redeemed for total proceeds of $10.9 million
($13'844 per unit).

Managément Expense Ratio

The Fund has a low management fee for an actively managed fund of 0.85% of net asset value per annum. Combined with the
0.40% Service fee that is paid to investment dealers and the general and administrative expenses of the Fund, the management
expense ratio for 2004 was 1.51% based on net assets and 1.24% based on total assets.

. ' -
Risk Analysis
The Fund is subject to a number of risks and uncertainties which are discussed on page 95 of this report. Unitholders are encouraged
to review these risks.

Outlook

The Fund’s two principal objectives are to maintain a high level of monthly distributions and to maintain net asset value per unit.
The Fund has exceeded these objectives since inception, particularly with respect to the substantial cumulative gains in net asset
value it has achieved. While we continue to believe in the long-term fundamentals of the sectors in which the Fund invests, values

of the underlying investments and consequently the net asset value of the Fund may fluctuate over time. Based on current levels of

distributions received from the underlying portfolio, we expect the Fund will maintain its level of regular monthly distributions.
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Portfolio Manager’s Report

Income Trusts
The only significant change that occurred in the Fund during 2004 was an increase in the weighting of the business trust sector in
order to reduce the Fund’s sensitivity to changing i 1ntt,rest rates. This was accomplished by reducing the welghtmg of the US high-
yield component from approximately 18.5% at the beginning of the year to approximately 15% at the end of the year.

High-Yield Debt :
The strongest sectors of 2004 were those levered to the increased demand for raw materials from China and strong energy prices.
Portfolio activity during the year included increasing the Fund’s exposure in the financial, forest products and services sectors while
some reductions occurred in cable and relecommumcanons due to early calls. The current low spread between BB-rated and B-rated
bond yields has removed much of the incentive to take on the extra risk. Additionally we believe the best relative vatue is to be

found in bonds rated BB.

While the high-yield market’s normally low correlation to interest rates has probably been heightened|by the historically low
yield and spread environment, improving corporatefearnmgs and lower default rates should limit the downslide risk this year.
Given other important market variables such as the rate of economic growth in China, the strength of[the US dollar and the
direction of oil and commodity prices, we consider the Fund’s higher quality defensive duration positioning appropriate.

0 MFC Glabal
Investment Management
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Management’s Responsibility Statement

The financial statements of Brempton VIP Income Trust (the “Fund”} have been prepared by Brompron VIP Management Limited
{the “Manager” of the Fund) and approved by the Board of Directors of the Manager. The Manager is responsible for the
information and representations contained in these financial statements and the other sections of the Annual Report.

The Manager maintains appropriate procedures to ensure that relevant and reliable financial information is produced.
Statements have been prepared in accordance with accounting principles generally accepted in Canada and include certain amounts
that are based on estimates and judgements. The significant accounting policies applicable to the Fund are described in Note 2 to
the financial statements.

The Board of Directors of the Manager is responsible for ensuring that management fulfills its responsibilities for financial
reporting and has reviewed and approved these financial statements. The Board carries out this responsibility through the Audit
Committee, which is comprised of unrelated directors of the Board.

The Manager, with the approval of its Board of Directors, has appointed the external firm of PricewaterhouseCoopers LLP
as the auditor of the Fund. They have audited the financial statements of the Fund in accordance with Canadian generally accepted
audiring standards to enable them to express to unitholders their opinion on the financial statements. The auditors have full and
unrestricted access to the Audit Committee to discuss their findings.

1

@ 2P e ——

Raymond R. Pether Mark A. Caranci
Chief Executive Officer Chief Financial Officer
Brompton VIP Management Limited Brompton VIP Management Limited

February 1, 2005

Audirtors’ Report

To the Unitholders of Brompton VIP Income Trust:

We have audited the statement of investments of Brompton VIP Income Trust {the “Fund”) as at December 31, 2004 and the
statements of net assets as at December 31, 2004 and 2003 and the statements of operations, changes in net assets and cash flows
for the years then ended. These financial statements are the responsibility of management of the Fund’s Manager. Our responsi-
bility is to express an opinion on these financial statemenrs based on our audirs.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that
we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. :

In our opinton, these financial statements present fairly, in all material respects, the financial position of the Fund as at
December 31, 2004 and 2003 and the results of its operations, the changes in its net assets and its cash flows for the years then ended
in accordance with Canadian generally accepted accounting principles.

Duernmtihawitovporn {17

PricewaterhouseCoopers LLP
Chartered Accountants
Toronto, Ontario

February 1, 2003
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Statements of Net Assets

As at Decermnber 31

2004

2003

Assets

Investments, at market value (cost 2004 - $104,509,384; 2003 - $109,858,621)

§ 142,219,285

$ 129,013,553

Cash and shore-term investments 2,194,453 556,299
Distributions and interest receivable 1,271,770 1,364,413
Other receivables - 66,414
Deferred financing costs (note §) 57,622 73,601
Total assers 145,743,130 131,074,280
Liabilities
Accounts payable and accrued liabilities 325,415 329,361
Distributions payable to unitholders (note 4) 1,497,824 756,345
Redemptions payable to unitholders 10,881,785 5,435,518
Loans payable (note 8) 21,125,053 21,451,464
Total liabilities 33,830,077 27,972,688
. |
Net assets representing unitholders’ equity $ 111,913,053 $103,101,592
J .
Units outstanding {note 3) ! 8,170,097 9,076,502
* |
Net asset value per unit $ 13.70 $ 11.36

Approved on behalf of Brompton VIP Income Trust, by the Board of Directors of Brompton VIP Management Limited, its Manager.

P

Peter A, Braaten
Director

Statements of Operations

W, '

James W. Davie
Director

For the year ended December 31 2004 2003
Income

Distributions from income funds $ 9,328,604 § 9,957,375
Interest income - 1,949,997 2,212,140
+ 11,278,601 12,169,515

Expenses ‘ .
Management fee {(note 3) 993,878 902,448
Service fee (note §) 442,866 401,917
General and administrative 186,116 231,031
Interest and bank charges (note 8) 848,644 898,526
2,471,504 2,433,922
Nert investment income 8,807,097:’ 9,735,593
Net realized gain (loss) on investments and futures contracts {notes 6 & 7) 2,107,138 (57,143}
Net realized gain on loans payable (note 8) 97,606 124,440
Net change in unrealized gain on investments and futures conrracts {note 7) 18,554,969 18,703,052
Net change in unrealized gain on loans payable {note 8) 1,193,816 1,100,423

Results of operations

1
$ 30,760,626

$ 29,606,365

" Results of operations per unit

¥
§ 3.42

3 3.06

o Based on the weighted average number of units outstanding for the period {note 3).

.The accamparnying notes are an integral part of these financial statements.,
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Statements of Cash Flows

For the year ended December 31

2004

2003

t
Cash flows from operating activities:
Results of operations

Adjustments to reconcile net cash provided by (used in} operations:

$ 30,760,626

$ 29,606,365

Net realized (gain) loss on investments and futures contracts (2,107,138) 57,1431
Net realized {gain} on loans payable {97,606) {124,440}
Net change in unrealized {gain} on investments and futures contracts (18,554,969) " (18,391,160)
Net change in unrealized (gain) on leans payable (1,193,816) (1,100,423)
Amortization of deferred financing costs 24,839 47,161
Drecrease in distributions and interest receivable 92,643 20,045
Decrease in variation margin receivable on futures contracts — 133,720!
(Decrease) increase in accounts payable and accrued liabilities {3,946) 45,201
Purchase of investments (note 6} (18,714,918) {33,305,551)
Proceeds from sale of investments (note 6) 26,171,291 36,198,223}
Cash provided by operating activities 16,377,008 13,186,284
Cash ﬂn?vs from financing activities: . ;
Increase {decrease) in loans payable 965,011 {326,849)
‘Deferred financing costs paid {8,860} {104,149}
Distributions paid to unitholders (note 4) {8,990,693) 9,631,158}
Proceeds from distribution reinvesrmenc plan {note 4) 66,414 287,391
Repurchase of units {note 3} (1,335,208) {2,394,216)
. Amounts paid for redemption of units (note 3} (5,435,518) (1,426,237)
Cash used in financing activities (14,738,854) {13,595,218)
Net increase (decrease) in cash and short-term investments 1,638,154 (408,934)!
Cash and short-term investments, beginning of period 556,299 965,233 !
Cash and short-term investments, end of period $ 2,194,453 $ 556,299 ,
Suppleméntal information:
Interest paid $ 819,706 $ 843,208
. - . 1
Statements of Changes in Net Assets
For the year ended December 31 2004 2003

Net assets — beginning of year
i

$ 103,101,592

$ 90,690,064

Operattons:
Results of operations 30,760,626 29,606,365
Unitholder transactions: -
Distributions to unitholders (note 4) {9,732,172) (9,594,265)
Proceeds from discribution reinvestment plan {note 4) —_— 229,162
Repurchase of units (riote 3) {1,335,208) (2,394,216)
Redemption of units {note 3) {10,881,785) 15,435,518)
Rk l " (21,949,165) (17,194,837
Net increase in net assets 8,811,461 12,411,528
Net assets — end of year $ 111,913,053 $ 103,101,592 ;
Distributions per unit s 1.1000 $ 0.9958

<

The accompanying notes are an integral part of these financial statements.
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Statement of Investments

Cost Cost Market Market % of
As at December 31, 2004 {USD) (CDN) Value (USD) Value (CDN) Portfolic
No. of Units  Business Funds .
333,126  Davis + Henderson Income Fund S 3,513,032 $ 1 7,561,960
326,000  Energy Savings Income Fund 2,010,875 4,275,500
218,200  BFI Canada Income Fund 2,179,737 5,343,718
275,000  Connors Bros. Income Fund 3,258,115 5,128,750
235,000  Gateway Casinos Income Fund 2,609,500 5,064,250
219455  Livingston International Income Fund 2,369,736 4,926,765
206,360  Chemtrade Logistics Income Fund 2,872,025 4,189,108
i 276,887  Westshore Terminals Income Fund 1,722,935 3,466,625
110,000  Superior Plus Income Fund 2,142,200 3,302,200
: 211,300 TimberWest Forest Corp. 2,820,477 3,186,404
| 90,500  North West Company Fund 1,715,445 2,619,975
' 196,000  The Keg Royalties Income Fund 1,955,700 2,518,600
| 25,000  Fording Canadian Coal Trust 1,150,247 : 2,316,750
| 130,000  Bosten Pizza Royalties Income Fund 1,332,840 1,885,000
119,000  Cineplex Galaxy Income Fund 1,190,070 1,749,300
119,700  The Data Group Income Fund 1,197,600 1,281,987
134,000 Osprey Media Income Fund 1,340,000 1,266,300
' 151,750 Sun Gro Horrigulture Income Fund 1,528,302 1,236,763
225,000  Specialty Foods Group Income Fund 2,261,600 1,012,500
40,000  Sleep Country Income Fund 481,600 955,600
66,712  Armtec Infrastructure Income Fund 695,420 917,290
72,000  Student Transportation of America Ltd. 739,104 759,600
78,000  Sir Royalty Income Fund 780,000 756,600
50,000  Yellow Pages Income Fund 564,000 674,500
46,000 Hardwoods Distribution Income Fund 460,000 545,100
39,000 CML Healthcare Income Fund 416,270 520,650
43,000  Medical Facilities Corporation 430,000 520,300
23,000  IBI Income Fund 237,438 258,750
43,983,668 70,240,845 49.4%
No, of Units  Qil & Gas Funds
306,385  ARC Energy Trust 3,858,386 5,484,291
175,100  Shiningbank Energy Income Fund 2,678,701 3,762,899
150,400  Advantage Energy Inceme Fund 1,580,130 3,310,304
32,417  Canadian Oil Sands Trust 1,393,641 2,191,713
101,780  Focus Energy Trust 1,226,449 1,032,547
215,000  Viking Energy Royalty Trust 1,551,332 1,451,250
53,000  Bonavista Energy Trust 1,068,320 1,436,300
29,180 Enerplus Resources Fund 766,192 1,272,248
' 14,123,151 20,941,552 14.7%
No. of Units  Real Estate Investment Trusts
313,400  RioCan REIT 3,887,260 5,562,850
182,500  Northern Property REIT 2,017,703 2,967,450
147,400  Summit REIT 2,232,334 2,656,148
178,000  O&Y REIT 1,945,541 2,509,800
175,000  Borealis Retail REIT 1,779,250 2,341,500
122,225 H&R REIT 1,710,862 2,321,053
125,000  lnnVest REIT 1,243,800 1,487,500
60,000  Cominar REIT 828,000 1,035,600
50,000  Chartwell Seniors Housing REIT 570,255 705,000
57,700  Canadian Hote! Income Properties REIT 527,701 614,505
] 16,742,706 22,201,406 15.6%
No. of Units  Power and Pipeline Funds
290,000  Pembina Pipeline Income Fund 3,321,644 3,958,500
120,000 Northland Power Income Fund 1,352,900 1,696,800
156,000  Algonquin Power Income Fund 1,507,700 1,656,720
6,182,244 7,312,020 5.2%

16

The accompanying notes are an integral part of these financial statements.
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Cost Cost Market Marker % of
As at December 31, 2004 (USD) {CDN} Value (USD} Value (CDN} Portfolio
Par Yalue ($)  Fixed [ncome [nvestments
US 650,000  Compagnie Generale de Geophysique
10.625%, due November 15, 2007 $ 682,500 § 1,085,585 § 686,563 § 822,605
US 650,000  Rogers Wireless Communications Inc.
9.625%, due May 1, 2011 657,313 1,058,930 766,375 917,034
US 600,000  Western Financial Bank 9,625%, due May 15, 2012 597,108 937,937 687,000 823,129
US 335,000  Brand Services Ine. 12%, due October 15, 2012 616,646 821,760 601,875 721,137
US 600,000  Charter Communications Holdings, LLC
10.25%., due Seprember 15, 2010 618,180 777,301 639,000 765,618
US 500,000  CP Ships Limited 10.375%, due July 15, 2012 §71.238 768,932 579,375 694,178
U5 600,000  Calpine Corp. 7.625%, due April 15, 2006 589,230 726,107 592,500 709,904
US 500,000  MGM Mirage Inc. 6.75%, due February 1, 2008 538,205 709,893 528,125 632,773
US 500,000  Allied Waste North America
v 9.25%, due September 1, 2021 537,110 674,234 543,750 651,494
US$ 400,000  Park Place Entertainment Corporation
8.125%, due May 15, 2011 404,000 644,047 444,000 555,942
US 400,000 United Surgical Partners Holdings, Inc.
" 10%, due December 15, 2011 401,375 640,464 458,000 548,753
CDN B(OL000  Calpine Canada Energy Finance ULC
. 8.75%, due October 15, 2007 — 635,000 — 664,000
US 400,000  Lyondell Chemical Company
' 11.125%, due fuly 15, 2012 412,872 633,837 477,000 571,518
CDN 530,000  Avenor Inc. 10.85%, due November 30, 2014 —_ £18,647 — 665,365
Us 460,000 Rire Aid Corporation 8.125%, due May 1, 2010 493,304 603,360 488,750 585,596
US 335,000  Lear Corporation 8.11%, due May 15, 2009 346,725 552784 380,295 455,649
CDN 355,000  BC Telecom Inc. 11.9%, due November 22, 2015 -_— 542,617 —_ 551,478
US 375,000  CITGO Petroleum Corporation 7.875%, due May 13, 2006 379,091 535,35 393,750 471,772
US 400,000  Nextel Communications Inc. $.95%, due March 15, 2014 408,784 499,206 416,000 498,430
US 300,000  Tembec Industrics Inc. 8.5%, due February 1, 2011 307,500 472,043 303,000 363,039
US 300,000  Western Qil Sands Inc. 8.375%, due May 1, 2012 300,750 470,102 352,125 421,899
US 300,000  Ingram Micro Inc. 9.875%, due August 15, 2008 321,915 469,767 327,750 392,694
US 300,000  Amkor Technology Inc. 9.25%, due February 15, 2008 320,001 460,987 308,250 369,330
U5 300,000  Iron Mountain Inc. 7.75%, due Jarmary 15, 2015 312,000 454,678 306,000 366,634
US 300,000  Thornburg Mortgage 8%, due May 15, 2013 320,310 387,089 320,250 183,707
US 300,000  Buckeye Technologies Inc. 8%, dwe October 15, 2010 286,032 381,880 301,500 361,242
1J5 250,000  D.R. Horten, Inc. 8.5%, due April 15, 2012 241,250 378,835 280,000 335,482
. US250,000 Owens Brockway Glass Container Inc.
8.75%, dire November 15, 2012 262,558 377,707 283,125 339,226
US 250,000  Foot Locker Inc. 8.5%, due fanuary 15, 2022 260,000 360,360 276,250 330,989
US 250,000 Unisys Corporation 6.875%, due March 15, 2010 258,200 349,758 268,750 322,003
US 250,000 Georgia Pacific Corp. 8.125%, due May 15, 2011 225238 349,167 288,750 345,966
US§ 250,000  Healthsouth Corpaoration 8.375%, due October 1, 2011 240,303 316,551 250,625 312,268
US 200,000 Teckay Shipping Corporation 8.875%., due July 15, 2011 221,242 300,799 233,000 179,169
US 174,000  Columbia/HCA Healtheare Corporation
9%, due December 15, 2014 204,366 275,568 205,830 146,615
US 167,000  [PC Acquisition Corp. 11.5%, due December 15, 2009 167,678 266,117 183,700 220,100
CDN 250,000  Shaw Communications Inc. 7.5%, due November 20, 2013 — 250,000 —_ 272,958
CDN 250,000  Dundee Bancorp Inc. 6.7%., due September 24, 2007 — 249,375 — 257,651
US 150,000  [ron Mounrain Inc. 8.625%, duwe April 1, 2013 162,191 244,910 160,125 191,854
US 170,000 [ellar Financial Group 9.75%, due November 15, 2011 182,283 238,052 185,300 322017
US 175,000  Healthsouth Corporation 7%, due June 15, 2008 177,217 228,894 182,438 218,587
US 185,000  Mucller Industries 6%, due November 1, 2014 184,959 226,186 182,255 218,333
US 170,000 Unired Rentals Inc, 7%, due February 15, 2014 170,000 223,652 159,800 191,464
US 150,000 Legrand SA 8.5%, due February 15, 2025 152,432 206,849 177,750 212,971
US 150,000  Refco Group, Lid. 9%, due August 01, 2012 162,681 201,073 165,000 197,695
CDN 200,000  Hudson's Bay Company 7.5%, due June 15, 2007 — 200,000 — 207,000
CDN 200,000  Intrawest Corperation 6.8735%, due October 15, 2009 — 200,000 — 203,514
US 125,000 Las Vegas Sands, Inc. 171%, due fune 15, 2010 141,526 193,905 143,281 171,672
US 106,000  Columbia/HCA Healthcare Corporation
8.36%, due April 15, 2024 128,018 16%,204 116,054 139,050
US 125,000  Cogentrix Energy Inc. 8.75%, due October 15, 2008 126,570 165,090 143,510 171,946
US 125,000 Tricon PCS Holdings Inc. 8.75%, due November 15, 2011 100,031 158,670 99,375 119,066
US 100,000  AES Corporation 8.75%, due fune 15, 2008 108,005 137,836 110,000 131,796
US 100,000  Century Aluminum Co. 7.5%, due August 15, 2014 100,000 113,450 107,000 128,202
US 100,000 Mueller Group 10%., due May 1, 2012 108,500 133,368 109,500 131,197
US 100,000  Royal Caribbean Cruises 6.875%, due December 1, 2013 101,193 133,119 108,500 129,999
US 67,000 " Resolution Performance Products 1LI.C
8%, due December 15, 2009 69,371 87,866 72,360 86,698
US 33,000  Resolution Pecformance Products LLC
9.5%. due April 15, 2010 . 33,184 43,305 35,888 42,992
US 25,000 AT & T Corp 7.33%. due November 15, 2011 28,607 34,817 28,906 34,634
US 169,000  Finova Group Inc. 7.5%, due November 135, 2009 19,915 34,652 83,655 100,231
US 19,000  Pep Boys - Manny, Moe & Jack
7.8%, due December 15, 2014 19,000 23,332 19,356 23,192
US 17,000 NDCHeakh Corp. 10.5%, due December 01, 2012 18,189 22,560 18,360 21,998
14,797,093 23,477,615 15,609,676 21,523,462 15.1%

Total § 14,797,053 § 104,509.384 § 15609676 § 142,219,285 100.0%

The accompanying notes are an integral part of these financial statements.
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Notes to the Financial Statements
December 31, 2004 and 2003

1. OPERATIONS

Brompton VIP Income Trust (the “Fund”) is a closed-end investment trust created under the laws of the Province of Ontario on
October 25, 2001 pursuant to an amended and restated dec!aranon of trust. Computershare Trust Company of Canada is the Trustee and
Brompton VlP Management Limited (the “Manager”) is responsible for managing the affairs of the Fund. MFC Global|Investment Management,
a subsidiary of Manulife Financial Corp., manages the Fund’s portfolio. The Fund ¢commenced operations on February 19, 2002,

2, SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in accordance with Canadian generally accepted accounting principles and they include
estimates and assumptions made by management that affect the reported amounts of assets and liabilities at the date of these financial
statements and the reported amounts of income and expenses during the period. Actual results could differ from these estimates.

a) Valuation of Investments
The Fund’s investments are presented at market value. Investments thar are publicly traded are valued at rheiriclosing price. If a closing
price is not available, these investments are valued using an average of the latest hid and ask prices. Short- term investments are valued
at cost which, when taken together with accrued interest income thereon, is an approximation of their marKet value.

b

Investment Transactions and Income Recognition
Investment transactions are recorded on trade date and any realized gains or losses are recognized using the average cost of the
investments. Interest income is recognized on an accrual basis. Distributions from income funds are recognized on the ex-distribution
date. Net realized pains (losses} on sale of investments and futures contracts include net realized gains or losses from foreign currency
changes.

¢) Futures Contracts
Futures contracts are valued on each business day accordmg to the gain or loss that would be realized if the contracts were closed out.
This value is recorded as an unrealized gain or loss. When the contracts are closed out, gains and losses are included in realized gains
and losses. Any payments made to satisfy initial and variation margin are reflected as a receivable balance.

d) Income Taxes ‘
The Fund qualifies as a mutual fund trust under the Income Tax Act (Canada). Provided the Fund makes distributions in each year of
its net income and net realized capical gains, the Fund will not generally be liable for income tax, It is the intenrion of the Fund
to distribute all of its net income and net realized capital gains on an annual basis. Accordingly, no income tax provision has

been recorded.

¢) Foreign Exchange .
The market value of investments and other assets and Imbllmes that are denominated in foreign currencies are translated into Canadian
dollars at the noon rate of exchange on each valuanon date. Purchases and sales of investments and income detived from investments,
are translated ar the rate of exchange prevailing at'the time of such transactions.

f} Fair Value of Financial Instruments
The fair value of the Fund’s financial instruments, which are composed of cash and short-term investments, distributions and interest
receivable, variation margin receivable on futures contracts, other receivables, accounts payable and accrued liabilities, distributions
payable to unitholders, redemptions payable to umrholders and loans payable, approximate their carrying values.

3. UNITS OF THE FUND

Authorized
The Fund is authorized to issue an unlimited number of transferable, redeemable units of beneficial interest, each ofwhlch represents an equal,
undivided interest in the net assets of the Fund. Each unit entitles the holder to one vote and to participate equallyl with respect to any and
all distributions made by the Fund. Units may be surrendered for redemption at any time during December of any year, bur art least five business
days prior to December 3 1. Redemprion of surrendered units will be effected at net asset value on December 31 of each year and will be settled
on or before the rwentieth business day following such effective date. :

Issued

2004 2003

Number Number
of Units Amount. of Units Amount
Units — beginning of year 9,076,502 $ 83,900,972 9,762,925 $ 91,501,544
Units redeemed . (786,205) {10,881,785) (475,033) (5,435,518)
Units issued through the distribution reinvestment plan (note 4) — — 24,010 229,162
Units repurchased pursuant to a normal course issuer bid (120,200) {1,335,208) (235,400} {2,394,216)
Units — end of year 8,170,097 §$ 71,683,979 9,076,502 $ 83,900,972

The Fund received approval from the Toronto Stock Exchinge for a normal course issuer bid for the periods from November 6, 2003 through
to Novemnber 5, 2004 and from November 8, 2004 to November 7, 2005. Pursuant to these issuer bid periods, the Fund is permitted to purchase
up to 218,400 and 883,000 units, respectwely, for cancellarion, The Fund may only repurchase units when the net asscr value per unit exceeds
its trading price. During the year ended December 31, 2004, 120,200 {2003 — 235,400} units were purchased for c1nccllat10n

The weighted average number of units outstanding for the year ended December 31, 2004 was 8,984,012 (2003 9,683,604).
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4. DISTRIBUTIONS PAYABLE TO UNITHOLDERS

Distributions, as declared by the Manager, are made on a monthly basis to unitholders of record on the last business day'of each month.
The distributions are payable by the tenth business day of the following month. For the year ended December 31, 2004, the Fund declared
total distributions of $1.10 per unit {2003 $0.9958). Under the Fund’s distribution reinvestment plan, umrholders may elect to reinvest
monthly distributions in additional units of the Fund which may be issued from treasury or purchased in the open market. For the year ended
December 31, 2004, nil {2003 - 24,010) unirs were issued from treasury by the Fund pursuant to the reinvestment plan.

5. MANAGEMENT AND SERVICE FEES

Pursuant to a management agreement, the Manager provides management and administrative services to the Fund, for whlch it is paid
a management fee equal to 0.85% per annum of the net asset value of the Fund plus applicable taxes. The Manager is responsnbie for paying
fees to MFC Global Investment Management, the portfolio manager for the Fund. The Fund also pays to the Manager a service fee equal to
0.40% per annum of the net asset value of the Fund. The service fee is in turn paid by the Manager to investment dealers in proportion to
the number of unirs held by clients of each dealer ar the end of each calendar quarter.

6. INVESTMENT AND FUTURES TRANSACTIONS
Investment transactions for the year ended December 31 were as follows:

.

2004 2003

" Proceeds from sale of investments and futures § 26,171,291 § 36,198,223
Less cost of investments sold:
Investments at cost — beginning of year 109,858,621 112,808,436
Investments purchased during the year 18,714,916 33,305,551
Investments ar cost = end of year " {104,509,384) (109,858,621)
Cost of investments sold during the year 24,064,153 36,255,366
Net realized gain (loss} on sale of investments ) $ 2,107,138 5 (57,143)

Forelgn exchange losses arising from the disposition of investments of $1,373,542 (2003 - $1,097,501) are mc]uded in the net realized
gam of $2,107,138 (2003 - ($57,143)} above.

Brokerage commissions on investments purchased and sold during the year ended December 31, 2004 amounted to $39 727
(2003 - $100,509).

7. FUTURES CONTRACTS

During the year ended December 31, 2003, the Fund used currency futures contracts to hedge foreign exchange risk associated wath its
US dollar fixed income investments and realized gains in the amount of §2,800,954 on futures contracts that were closed our. Durmg the
year cnded December 31, 2004, the Fund hedged its US dollar exposure by borrowing in US dollars.

8. LOANS PAYABLE

Pursuant to an agreement with a Canadian chartered bank, the Fund maintains a 364-day revolving credit facility and a terin credit facility.
The revolving credit facility provides for maximum borrowings of $7.0 million with borrowings in Canadian currency ac either the prime rate
of interest or the bankers' acceptance rate plus a fixed percentage or in US currency ar the LIBOR rate plus a fixed percentage. At
December 31,'2004, the Fund had borrowings on a bankers” acceprance basis in the amount of $2.2 million and US borrowings in the amount
of $3.4 million (U5$2.8 million} outstanding under this facility. On May 29, 2003, the Fund borrowed U$$13.0 million under thé term credit
facility ar a fixed rate of interest of 3.8%% for a five year period ending May 28, 2008, which represents $15.6 million at December 31, 2004,
During the year ended December 31, 2004, the Fund realized a foreign exchange gain in the amount of $97,606 (2003 - $124,440) on the
repayment of borrowings in US dollars under the revolving credit facility, At December 31, 2004, borrowings in US dollars had an unrealized
foreign exchange gain of $2,294,239 (2003 ~ $1,100,423), The credic facilities are secured by a first-ranking and cxcluswe charge on all of
the Fund’s assers.

+ Costs incurred to establish the credit facilities and renewal fees are deferred and amortized over the term of the facilities. For the year
ended December 31, 2004, the Fund has recorded amortization of these costs in the amounts of $24,839 (2003 - $47,161).

. The credir facilities are used by the Fund for the purchase of additional investments and for general Fund purposes.
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JINNCOME -FUND

a

The Fund
- Brompton MVP Income Fund is a closed-end investment trust that i is listed on the Toronto Stock Exchange under the symbol
MVPUN. The Fund utilizes an active asset and sector allocation strategy to invest in a diversified portfolio of income trusts and
high-yield debt across a broad range of industries and geographic areas. Its investment focus is on business funds with smaller
weightings in real estate investment trusts, oil and gas funds, power and pipeline funds, high-yield debt and special situations. MVP
is actively managed by MFC Global Investment Management, a subsidiary of Manulife Financial Corp. The Fund is RRSP, DPSP,
RRIF and RESP eligible and does not constitute foreign property for such plans,

Management’s Discussion and Analysis

The following information provides an analysis of the operations and financial position of the Fund and it should be read in
conjunction with the financial statements and accompanying notes.

We are pleased to report that the Fund continued its strong performance in 2004, A total of $1.05 perjunit was distributed
to unitholders during the year, which when combined with an appreciation in net asset value of $2.92 per unit, represents a 33.6%
total return for 2004. Since the inception of the Fund in July 2002, the Fund has generated a total return of 81.1%.

Distributions
During the period ended December 31, 2004, the Fund distributed $1.05 per unit, comprised of $0.95 per unjt in regular monthly
distributions and $0.10 per unit as a special distribution. As a result of the strong performance in the value of the Fund’s portfolio
and the corresponding significant net capital gain realized in 2004, the Fund declared to unitholders of record as at December 31,
2004, an additional special distribution payable in additional units of the Fund of $0.15748 per unit. Since inception, the Fund
has pald regular monthly distributions at or exceeding its original objectives. In 2004, none of the distributions made by the Fund
was classified as a return of capital for tax purposes. See the section titled 2004 Tax Information in this Annual Report for more
information on the income tax characteristics of the distributions for 2004,

The Fund has a distribution reinvestment plan which allows participating unitholders to automatically reinvest monthly
distributions in additional units of the Fund. For the year ended December 31, 2004, 29,113 units were acquired in the market at
an average price of $12.25 per unit and 2,564 units were issued out of treasury at an average price of $11.9 per unit,

Investment Portfolio
As of December 31, 2004, the Fund’s investments included a total of 37 income funds, 33 fixed income investinents and one equity
investment, which prov1de diversification by issuer, iridustry and asset class. The breakdown of the portfollo is shown in the
accompanying pie chart and a detailed listing of the Fund’s security holdings is provided in the financial statements.

The Fund recorded net gains (realized and unrealized) of $16.3 million during the year as detailed in the ltable below. Business
funds provided the largest contribution, while all other sectors added to the Fund’s excellent performance. It should be noted that
the Fund’s fixed income securities are hlgh yield debt, which are mostly denominated in US dollars. In order to hedge this foreign
exchange exposure, an amount approx1mate|y equal to these US dollar denominated assets was borrowed under the Fund’s credit
facilities in US dollars. As a result, gains or losses on the US dollar foreign exchange hedging are included with the gains or losses
on the fixed income securities to show the net gain from this investment activity.

WNer Gains {Losses) by Scetor (millions) Realized  Unreatlized Total
Business funds $ 69 % 6.5 § 13.4
Oil and gas funds 0.6 1.0 1.6
Power and pipeline funds - - -
Real estate investment trusts 0.5 0.3 0.8
Equities 1.3 (0.9 0.4
Fixed incame securities and foreign exchange {0.4) 0.5 0.1
Total $ 89 $ 74 3 16.3
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Net Asset Value
During the year ended December 31, 2004, the net asset value of the Fund Net Asset Value Since Inception
increased by $2.92 per unit or 25% to $14.74 per unit, broken down as follows:

. $15.00
. Per Unit :
- : $14.00
Net investment income $ 0.97 .
Net realized gain on investments . 1.51 $13.00 !
Net realized loss on loans payable (0.02) $12.00
Net change in unrealized gain on investments 1.08 .
Net change in unrealized gain on toans payable - 0.16 T S100
Results of operations 3.70 $10.00
Capita! tlr:‘lnsm.:.tions 0.27 $5.00 '
Less: distributions (1.05) Jul02  fan 03 Jan 04 Dec 04

Increase in net asset value $ 2.92

Liquidity and Capital Resources

As of December 31, 2004, the Fund had rotal borrowings of $15.3 million under its credit facility, which represented 16.5% of

total assets. These borrowings were comprised of US$10.5 million at a fixed rate of interest of 2.78% until May 2005 and $1.5 million

in floating rate borrowing hased on the bankers’ acceptance rate, and a US dollar loan equivalent to $1.2 million based on LIBOR.
The borrowings have been used principally to invest in additional portfolio investments to increase the distributions paid by the Fund. -

To provide liquidity, units of the Fund are listed on the TSX under the symbol MVP.UN. The Fund’s normal course issuer bid
allows it to purchase its units on the TSX when they trade below net asset value. In such situations, purchases under the issuer bid are
accretive to the net asset value of the Fund. A rotal of 52,700 units were purchased during the year at an average price of $11.62 per unit.

Unitholders may also redeem units of the Fund an June 30 of each year ar the then current net asset value. In December 2004,
the Fund announced that it had amended the method by which it was determining the net asset value for redemption purposes.
The securities in the portfolio that are listed or traded on a stock exchange will now be valued by raking the weighted average
trading price of the securities for the last three days of the month in which the redemption occurs. This method of calculating the
net asset value is intended to maintain a fair redemption price for the unitholders who redeem their units, while minimizing the
likelihood that long-term unitholders will be adversely affecred by unusual short-term increases in the values of the portfolio
securities. On June 30, 2004, a total of 1.6 million units were redeemed for total proceeds of $20.2 million {($12.41 per unit},

Management Expense Ratio _
The Fund has a low management fee for an actively managed fund of 0.85% of net asset value per annum. Combined with the
0.40% service fee that is paid to investment dealers and the general and administrative expenses of the Fund, the management
expense ratio for 2004 was 1.55% based on net assets and 1.24% based on total assets. )

Risk Analysis ) ] _
The Fund is subject to a number of risks and uncertainties which are discussed on page 95 of this report. Unitholders are encouraged ’
to review these risks,

Cutlook

The Fund’s two principal objectives are to maintain a high level of monthly distributions and to maintain net asset value per unit.
The Fund has exceeded these objectives since inception, particularly with respect to the substantial cumulative gains in net asset
value it has achieved. While we continue to believe in the long-term fundamentals of the sectors in which the Fund invests, values
of the underlying investments and consequently the ner asset value of the Fund may fluctuate over time. Based on current levels of
distributions received from the underlying portfolio, we éxpect the Fund will maintain its level of regular monthly distributions.

-

Portfolio Manager’s Report

Income Trusts

The significant changes that occurred in the Fund, during 2004, from an asset mix perspective were reductions in the weightings
of the energy, infrastructure and the special situations sectors. The proceeds resulting from the reductions were used to increase the
weighting of the business trusts sector in order to reduce the Fund’s sensitivity to changes in interest rates.

High-Yield Debt

The strongest sectors of 2004 were those levered to the increased demand for raw materials from China and strong energy prices. '
Portfolio activity during the year included increasing the Fund’s exposure in the financial, forest products and services sectors while
some reductions occurred in cable and telecommunications due to early calls. The current low spread between BB-rated and B-rated
bond yields has removed much of the incentive to take on the extra risk. Additionally we believe the best relative value is to be
found in funds rated BB. :

While the high-yield market’s normally low correlation to interest rates has probably been heightened by the historically low
yield and spread environment, improving corporate earnings and lower default rates should limit the downslide risk this year.
Given other important market variables such as the rate of economic growth in China, the strength of the US dollar and the direction
of oil and commodity prices, we consider the Fund’s higher quality defensive duration positioning appropriate.

1

) MFC Global
* Investment Management
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Management’s Responsibility Statement

The financial statements of Brompton MVP Income:Fund {the “Fund™} have been prepared by Bromp:on MVP Management
Limited (the “Manager” of the Fund) and approved by the Board of Directors of the Manager. The Manage is responsible for the
information and representations contained in these fmancml statements and the other sections of the Annual Report.

The Manager maintains appropriate proccdures to ensure that relevant and reliable financial information is produced.
Statements have been prepared in accordance with accounting principles generally accepted in Canada and include certain amounts
that are based on estimates and judgements. The significant accounting policies applicable to the Fund are described in Note 2 to
the financial statements.

The Board of Directors of the Managcr is responsible for ensuring that management fulfills its responsibilities for financial
reporting and has reviewed and approved these fmancml statements. The Board carries out this responsibility through the Audit
Committee, which is comprised of unrelated dlrecrors of the Board.

The Manager, with the approval of its Board of Directors, has appointed the external firm of PncewaterhouseCoopers LLP
as the auditor of the Fund. They have audited the financial statements of the Fund in accordance with Canadlan generally accepted
auditing standards to enable them to express to unitholders their opinion on the financial statements. The auditors have full and
unrestricted access to the Audit Commlttee to discuss!their findings.

¥

Raymond R. Pether Mark A. Caranci
Chief Executive Officer . Chief Financial Officer .
Brompton MVP Management Limited - : Brompton MVP Management Limited

February 1, 2005

Auditors’ Report

To the Unitholders of Brompton MVP Income Fund:

We have audited the statement of investments of Brompton MVP Income Fund {the “Fund”) as at December 31, 2004 and the
statements of net assets as at December 31, 2004 and 2003 and the statemnents of operations, changes in net assets and cash flows
for the years then ended. These financial statements are the responsibility of management of the Fund’s Manager Our responsi-
bility is to express an opinion on these financial statcn"nents based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that
we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement.
An audit includes examlmng, on a test basis, evidence supporting the amounts and disclosures in the fmancn:il statements. An audit
also includes assessing the accountmg principles uscd and significant estimates made by management, as well as evaluaring the
overall financial statement presentation.

In our opinion, these financial statements present fairly, in ‘all material respects, the financial position of the Fund as at_
December 31, 2004 and 2003 and the results of its operations, the changes in its net assets and its cash flows for the years then ended
in accordance with Canadian generally accepted accounting principles.

%MMM LLP
PricewaterhouseCoopers LLP
Chartered Accountants

Toronto, Ontario
February 1, 2005
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Statemnents of Net Assets

2004 2003

As’at Dedember 31

Assets .
Invesrmerilts, at market value {cost 2004 - $64,892,885; 2003 - $81,815,664)

S 87,553,683

$ 98,039,582 '

Cash and short-term investments 3,981,119 1,033,014
Distributions and interest receivable 846,786 1,011,191 -
Deferred financing costs (note 8) 12,993 35,006
Toral assets 92,394,581 100,118,793
Liabilities _

Accounts payable and accrued liabilities 258,380 304,797
Distributions payable to unitholders (note 4) 923,003 540,394
Loans payable (note 8} 15,277,977 18,593,190
Total liabilities 16,459,360 19,438,381

i : L .
. Net assets representing unitholders’ equity

$ 75935221 $ 80,680,412

Units outstanding (note 3)

5,151,546

6,825,739 .

Met asset value per unlt

s 14,74 & 11.82

its Manager.

Peter A.Braaten
Director,

P —— -

i

Statements of Operations

M,

James W, Davie
Director

App.rovéd on behalf of Brompton MVP Income Fund, by the Board of Directors of Brompton MVP Management Limited,

Results of operations

For the year ended December 31 2004 2003
Income .
Distributions from income funds § 5,925,148 s 7,270,384
Interest income 1,524,186 1,790,330 |
! 7,449,334 9,060,714
Expenscs' .
Management fee (note 3 690,939 714,789
: f'Scrvic'e fee (note 5} 314,366 307,118
|;Gener:al and administrative, 156,545 232,940
+Interest and bank charges {note 8) 523,370 736,284
b ! 1,685,220 1,991,131
Net investment income 5,764,114 7,069,583 .
 Net realized gain {loss) on investments and futures contracts {notes 6 & 7) . 8,992,210 {89,810)
Net realized gain {loss) on loans payable (note 8) (98,030) 166,200
Net change in unrealized gain on investments and futures contracts (note 7} 6,436,880 15,595,453
Net change in narealized gain on loans payable (note 8) 962,333 1,143,066

$ 22,057,507

$ 23,884,492

Results of operations per unit ™

$ 3.70 $ 3.18

" Based o“h the weighted average number of units outstanding for the period (note 3).
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Statements of Cash Flows : N

For the year ended December 31 2004 2003
Cash flows from operating activities:
Results of operations $ 22,057,507 $ 23,884,492
Ad]ustmcms to reconcile net cash provided by (used in) operations:
Net realized (gain) loss on investments and futures r.‘()mr:lr.‘ts (8,992,2100 - 89,810
Net realized loss (gain) on loans payable 98,030 . (166,200)
Net change in unrealized gain on investments and futures contraces (6,436,880} (15,335,514)
Net change in unrealized gain on loans payable (962333} {1,143,065)
Amortization of deferred financing costs 30,024 61,377
Decrease in distributions and interest receivable 164,405 197,307
Decrease in variation margin receivable on futures contracts — 182,562
Decrease in accounts payable and accrued liabilities {46,417y . | {158,762)
Purchase of investments (note 6) ' : {21,097,665) [32,192,266)
Proceeds from sale of investments (note 6) : 47,0121654 45,552,731
Cash provided by operating activitics 31,827,115 20,972,471
Cash flows from financing activities:
Proceeds from issuance ‘of units, net {note 3) — 53,587
Decrease in loans payable o . (2,450,910) . {26,101)
Deferred financing costs paid (8,011) ) (66,224) .
Distributions paid to unitholders (note 4) . (5,680,096) {6,988,318)
Proceeds from distribution reinvestment plan (note 4) 30,738 84,469
Repurchase of units {note 3) (612/448) {6,015,920)
Amounts paid for redemption of uaits (note 3) (20,158,283) (8,185,219)
| Cash used in financing activitics {28,879,010) (21,143,746)
| Net increase {decrease) in cash and short-term investments . . 2,948.105 (171,273)
Cash and short-term investments, beginning of period ) 1,0331014 1,204,289
Cash and short-term investments, end of period ) 5 3,981'.1 19 $ 1,033,014
Supplemental information:
Interest paid . ) $ 481:490 3 684,062
Statements of Changes in Net Assets ‘
For the year ended December 31 2004 2003
f
Net assets - beginning of year § 80,680,412 § 77,773,457
Operations:
Results of operations 22,057,507 23,884,492
Unitholder transactions: N :
Proceeds from issuance of units, net — 53,587
Distriburions to unitholders {note 4) (6,062,705) (6,914,454)
Proceeds from distribution reinvestment plan {note 4} 30,738 84,469
Repurchase of units {note 3) : {612,448) (6,015,920)
Redemption of units (note 3) (20,158,283) (8,185,219)
(26,802,698) {20,977,537)
Mer increase [decrease) in net assets (4,745,191) . 2,906,955
Ner assets - end of year ) § 75,935,221 $ 80,680,412
0
Distributions per unit S 1.05004 $ 0.93334

The accompanying notes are an integral part of these financial statements,
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- Statement of Investments

¥ Cost Cost Market Market % of
As at December 31, 2004 {USD) {CDN) Value (USD) Value (CDN) Portfolio
No, of Units-  Business Funds .
263,140  Davis + Henderson Income Fund $ 3,010,238 $ 5,973,278
247,000  Energy Savings Income Fund 1,682,738 4,754,750}
200,000  Gareway Casinos Income Fund 2,011,408 H . 4,310,000
, 159,900  BFI Canada Income Fund 1,771,403 3,915,951
243,400  Bosten Pizza Royalties Income Fund 2,491,145 3,529,300
200,000  Cineplex Galaxy,Income Fund 2,058,000 2,940,000
N 182,100  The Keg Royalties [ncome Fund 1,777,715 2,339,985
110,400  Connors Bros, [ncome Fund 1,438,795 2,058,960
22,100  Fording Canadian Coal Trust 1,014,251 . 2,048,007
147,542 Yellow Pages Income Fund X 1,585,620 1,950,342
98,000 Chemtrade Logistics Income Fund 1,389,549 1,989,400
77,000  Sleep Country Canada Inceme Fund . 771,619 1,839,530 .
. 110,000  TimberWest Forest Corp. 1,416,343 1,658,800
. 73,500  Livingston International Income Fund 922,528 1,680,075
: 53,300 North West Company Fund . 1,031,598 1,543,035 +
47,500  Superior Plus Income Fund . 210,611 1,425,950
80,000 + The Brick Group Income Fund 828,000 1,116,800
106,000  Osprey Media Income Fund 1,060,000 1,001,700
. 116,922 Sun Gro Horticulture Income Fund 1,240,163 . 952,914
76,500  The Data group Income Fund - 765,000 819,313
45,000  Student Transportation of America Ltd. 461,940 474,750
34,160  Second Cup Royalty Income Fund 341,600 405,479
18,800  Consumers’ Waterheater Income Fund 204,920 . 286,700
24,000  IBI Income Fund 246,896 270,000
: . 30,432,077 - 49,295,021 56.3%
-No. of Units  Real Estate Investment Trusts .
185,000 - RioCan REIT i 2,277,009, 3,283,750
121,500  Northern Property REIT 1,490,530 1,975,5%0
81,500 Summit REIT . 1,281,394 1,475,838
79000  InnVest REIT 778,259 940,100
50,000  Charrwell Seniors Housing REIT 570,255 ) 705,000 .
40,000  Canadian Apartment Properties REIT ) 544,600 - 603,200
32,500  Sunrise Senior Living REIT 325,000 i 375,030
: . . .7,267,047 ) 9,358,528 10.7%
“No. of Units  Qil & Gas Funds ’
' 184,413  ARC Energy Trust T 2,298,094 3,300,993 ;
111,250  Shiningbank Energy Income Fund 1,760,361 2,390,763 *
71,560  Focus Energy Trust : . 942,715 1,429,053
17,600  Canadian Oil Sands Trust 667,944 1,189,936
) : 5,669,114 8,310,748 9.5%
No. of Units  Power and Pipeline Funds
118,000 'Pembina Pipeline Income Fund 1,353,356 1,610,700
85,000  Algonguin Power Income Fund . 829,959 902,700
! ’ 2,183,355 . 2,513,400 2.9%

No. of Shares ,Equiry [nvestments . '
60,000 . BCE Inc. 1,713,354 1,735,200 2.0%

i
.
;
:
;
)

The accompanying notes are an integral part of these financial statements.
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Cost Cost Market Marker % of
As at December 31, 2004 . {UsSD) [CDN) Value (USD) Value (CDN) Portfolio
Par Value ($)  Fixed Income Investments
US 695,000  Charter Communications Holdings ' C
10.25%, due September 15, 2010 - 3 713584 § 904,942 % 740,175 % 886,841
CDN 470,000  BC Telecom Inc. 11.9%, due November 22, 2015 —_ 718,395 — 730,125
US 535,000  Brand Services Inc. 12%, due October 15, 2012 618,310 821,760 601,875 721,137
US 500,000  CP Ships Limited 10.375%, due july 15, 2012 537,345 822,335 579,375 694,178
CDN 550,000  Avenor Inc. 10.85%, due November 30, 2014 —_— 619336 —_ 665,365
US 500,000 Allied Waste Industries, Inc.
9.25%, due September 1, 2012 537,110 674,234 543,750 651,494
1J5 445,000  Western Financial Bank 9.625%, dre May 15, 2012 429,323 676,011 509,525 610,487
1S 450,000  Rite Aid Corporation 8.125%, due May 1, 2010 493 304 603,360 488,750 585,596
US 400,000  United Surgical Parmers Holdings, Inc.
10%, due December 15, 2011 44,000 656,107 458,000 548,753
"US 350,000  Lyondell Chemical Company I1.125%, due july 15 2012 344,794 524,386 417,375 500,078
US 400,000 Nextel Communications Inc. 5. 95%, due March 15, 2014 408,784 499,204 416,000 498,430
US 375,000  CITGO Petroleum Corporation 7.875%, due May 15, 2006 379,09 535,351 393,750 471,772
US 350,000  Healthsouth Corparation 7%, due June 15, 2008 + 354,435 457,788 364,875 437,175
1S 350,000 Calpine Corporation 8.25%. due Angust 15, 2005 341,250 454,920 355,250 425,643
US 300,000  Georgia Pacific Carp. 8.125%, due May 15, 2011 286,296 447,583 346,500 415,159
US 400,000  Calpine Corporation 8.75%., due july 15, 2013 371,000 493,727 332,000 397,786
US 300,000 Inpram Micro Inc. .675%, due August 15, 2008 321,054 468,593 327,750 392,694
US 300,000  Tembec Industries Inc. 8.5%, due February 1, 2011 303,000 476,831 303,000 363,039
US 250,000  Western Qil Sands Inc. 8.375%, due May 1, 2012 251,088 390,393 293,438 351,582
U$ 250,000 Owens Brockway Glass Container Inc. .
8.75%, due November 15, 2012 262,558 377,707 283,125 339,226
US 250,000  Amkor Technology Inc. 9.25%, due February 135, 2008 266,668 384,156 256,875 307,775
US 250,000  Iron Mountain Inc. 7.75%, due January 15, 2015 260,000 378,898 255,000 303,528
US 225000  Foot Locker Inc. 8.5%, due January 15, 2022 220,734 327,192 248,625 © 297,890
Us 202,000  Columbia/HCA Healthcare Corporation .
9%, due December 15, 2014 ) 239,435 322,854 238,952 286,300
US 200,000  Teekay Shipping Corporation 8.875%, due July 15,2011 221,242 300,799 233,000 279,169
CDN 250,000  Shaw Communications Inc. 7.5%, dwe November 20, 2013 —_ 250,000 — 272,958
CDN 250,000  Dundee Bancorp Inc. 6.7%. due September 24, 2007 —_ 249,375 —_ 257,651
US 200,000  Thornburg Mortgage 8%, due May 15, 2013 214,202 256,914 213,500 255,805
US 170,000  Dollar Financial Group %.75%., due November 15, 2011 182,283 238,052 185,300 222,017
CDN 200,000  Hudson’s Bay Company 7.5%, due June 15, 2007 , - 200,000 — 207,000
CDN 200,000  Iatrawest Corporation 6.875%, due October 15, 2009 — 200,000 — 203,514
US 150,000  Refco Group, Ltd: 9%, due August 01, 2012 162,681 201,073 165,000 197,695
US 165,000  Mueller Induscries 6%, due November 1, 2014 164,964 201,734 162,525 194,729
US 160,000  United Rentals Inc. 7%, due February 15, 2014 | 160,000 210,49¢° 150,400 180,202
US 125,000  Cogentrix Energy Inc. 8.75%. due October 15, 2008 126,573 165,090 143,510 171,946
US 125000  Las Vegas Sands, Inc. 11%, due fune 15,2010 ’ 142,738 195,563 143281 171,672
CDN 200,000  Calpine Canada Energy Finance ULC
. 8.75%, due October 15, 2007 — 129,250 _— 166,000
US 124,000  Cotumbia/HCA Healthcare Carporation .
8.36%. due April 15,2024 . : 137,969 201,062 135,761 162,663
US 150,000  Revlon Consumer Products Corporation . .
8.625%., dwe February 1, 2008 140,330 . 190,763 134,625 161,301
US 125000  Rogers Wireless Inc. 6.375%, due Marck 01, 2014 125,000 164,475 124,375 149,020
US 107,000 IPC Acquisition Corp. 11.5%, due December 15, 2009 92,555 147,616 117,700 141,022
US 100,000  Mueller Group 10%., due May 1, 2012 108,500 133,368 109,500 131,197
US 100,000  Royal Caribbean Cruises 6.875%, due December 1, 2013 101,193 133,119 108,500 129,999
US 100,000  lron Mountain Inc. 8.625%, due April 1, 2013 104,757 163,273 106,750 127,903
US 100,000  Healthsouth Corporation §.375%. due October 1, 2011 96,121 126,620 104,250 124,907
US 125,000  Triton PCS Holdings Inc 8.75%, due November 15, 2011 100,156 158,868 99,375 119,066
Us 90,000 Carmike Cinemas, inc. 7.5%, due February 135, 201‘4 89,217 119,024 91,588 110,934
US 169,000  Finova Group Inc. 7.5%, due November 15, 2009 22,555 36,256 83,655 100,231
US 67,000  Resolurion Perfomance Products [LLC
8%, due December 15, 2009 69,371 87,866 72,360 86,698
US 33,000  Resolution Perfomance Products LLC
9.5%, due April 15, 2010 33,184 43,305 35,888 42,999
US 25,000  Legrand SA 8.5%, due February 15, 2025 25,405 34,475 29,625 35,495
US 25,000 AT & T Corp 7.3%, due November 15, 2011 28,607 34,817 28.906 34,634
US 15000  Pep Boys - Manny, Moe & Jack )
© 7.5%, due December 15, 2014 15,000 18,420 7 15,281 18,309
11,017,766 17,627,938 11,549,620 16,340,789 18.6%
S 64,892,885 § 11,549,620 § 87,553,683 100.0%

Total . 5 11017,766

The accompanying notes are an integral part of these financial statements.
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Notes to the Financial Statements
December 31, 2004 and 2003

oL

1. OPERAT[ONS ~ . .

Brompton MVP Income Fund (thc “Fund”) is a closed- end investment trust created under the laws of the Province of Ontario on May 22, 2002
pursuant to an amended and- restated declaration of trust. Computershare Trust Company of Canada is the Trustee and Brompton MVP
Management Limited (the “Manager”] is responsible for managing the affairs of the Fund. MFC Global Investment Management,
a subsidiary of Manuhfe Financial Corp., rnanag,es the Fund s portfolio. The Fund commenced operations on July 17, 2002.

+
v

2. SlGNIFICANT ACCQUNTING POLICIES

These financial statements have been prepared in accordance with Canadlan generally accepted accountmg principles and they include
,esnmares and assumptions made by management that affect the reported amounts of assets and liabilities at the date of these financial
statements and the reported amounts of i income and expenses during the pel‘[Od Actual results could differ from these estimates. o

a} Valuation of lnvestments :

: The Fund’s investments are presented at market, value. Ifvestments that are publicly traded are valued at their closing price.
(Ifa closmg price is not available, then these investinents are valued using an average of the latest bid and ask pr:ces "Short-term
1 inyestments are valued at cost.-which, when taken rogcther with accrued interest income rhereon is an approximation of their market
. value. .

b) Investment Transactions and Income Recognition-
" Investment transactions are recorded on trade date and any realized gains or losses are recognized using the average cost of the
. investments. Interest income is recognized on an accrual basis. Distributions from income funds includes dividend income and income
¢ is recognized on the ex-distribution and ex-dividend dates, respectively. Net realized gains (losses) on sale of investments and futures

: contracts include net realized gains or losses from forelgn currency changes.

c) Futures Contracts
, Futures contracts are valued on each business day accordlng to the gain or loss that would be realized if the contracts were closed our
 This value is'recorded as an unrealized gain or loss. When the contracts are closed out, gains and Josses are included in realized gams
and losses Any payments made to satisfy initial and variation margin are reﬂected as'a recelvable balance.

d). Income Taxes |
. The Fund qualifies as a mutual fund trust under the Income Tax Act (Canada). Prowded the Fund makes distributions in each year of
“its net,incomé and ner realized capital gains, the Fund will not generally be liable for income tax. It is the intention of the Fund
i to distribute all of its net income and net. renllzed capital gains on an annual basis. Accordingly, no income tax provision has
becn recorded

e Forexgn Exchange .
! The market value of investments and other assets and liabilitics that are denominared in foreign currencies are translated into Canadian
dollars ar the noon rate of exchange on each valuation date. Purchases and sales of investments and income derived from i investments,
i are tranislated at the rate of exchange prevallmg at the time of such rransacnons

: f) Fair Value of Financial Instruments» ¢
! The fair value of the Fund’s financtal instruments, which are composed of cash and short-term investments, distributions and interest
receivable, variation margin receivable on futures contracts, accounts payable and accrued liabilities, distributions payable to
, unitholders, and lonns payable, approximate their carrying values due to their short-term nature.

3. UNITS OF THE FUND

Authon’md e : : Co

The Fund is auchorized to issue an unlimited number of transferable redeemable units of beneficial interest, each of Wthh represems an equal,
undivided interest in the net assets of the Fund. Each unit enticles the holder to one vore and to participate equally with respect to any and
all distributivns made by the Fund. Units.may be surrendered for redemption at any time during June of any year, but at least five business
days prior to June 30. Redemption of surrendered units will be effected on June 30 of each year and will be sertled on or before the tenth
busmess day following such effective date.

lssued . S
004 - 2003
Number ‘ ' Number ‘ o,
of Units Amount’ of Units . - Amount
Units - bcgmnmg of year ’ 6,825,739 § 62,947,771 8,190,379 . § 77,010,854
Initial public offering, net . — = — 53,587
Units redecmed | (1,624,057 {20,158,283) (774,646) {8,185,219)
Units issued under che distribution reinvesiment plan {note 4} . 2,564 30,738 8,706 84,469
Units repurchased pursuant to a narmal course issuer bid (52,700) {612,448) {598,700) (6,015,920)
Units = end of year - 5,151,546 5 42,207,778 6,825,739 § 62,947,771

The Fund received approval from the Toronto Stock Exchange for a normal course issuer bid for the periods from November 3, 2003 to
Novembcr 4, 2004 and from November 5, 2004 1o November 4, 2005. Pursuant to these issuer bid periods, the Fund is permitted to purchase
up to 664,400 and 551,000 units, respectively, for cancellation. The Fund may only repurchase units when the net asset value per unit exceeds
its tradmg price. Dunng the year ended December 31, 2004, 52,700 (2003 - 598,700) units were purchased for cancellation.

The weighted average number of units outstandmg for the year ended December 31, 2004 was 5,967,396 (2003 - 7,503,302).
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4. DISTRIBUTIONS PAYABLE TO UNITHOLDERS

Distributions, as declared by the Manager, are made on a monthly basis to unitholders of record on the lasr business day of each month.
The dlstnhutmns are payable by the tenth business day of the following month. For the year ended December 31, 2()04 the Fund declared
total distributions of $1.05004 per unit (2003 - $0.93334). Pursuant to the Fund’s distribution reinvestment p]an umrholders may elect 1o
reinvest monthly distributions in additional units of the Fund which may be issued from treasury or purchased in the open market. For the
year ended December 31, 2004, 2,564 (2003 - 8,706} units were issued from treasury by the Fund pursuant to the réinvestment plan.

5. MANAGEMENT AND SERVICE FEES

Pursuant to a management agreement, the Manager provides management and administrative services to the Fund, for which it is paid a
management fee equal to 0.85% per annum of the net asser value of the Fund plus applicable taxes. The Manager is/responsible for paying
fees to MFC Global Investment Management, the portfolio manager for the Fund. The Fund also pays to the Manager a service fee equal o
0.40% per annum of the ner asset vilue of the Fund. The service fee is in turn paid by the Manager ro investment dealers in proportion to

the number of units held by clients of each dealer at the end of each calendar quarter.

6. INVESTMENT AND FUTURES TRANSACTIONS

Investment transactions for the year ended December 31 were as follows: 4 _
2004 2003

Proceeds from sale of investments § 47,012,654 § 45,552,731
Less cost of investments sold:

Investments ar cost - beginning of year 81,815,654 95,265,939

Investments purchased during the year 21,097,665 32,192,266

Investments at cost — end of year {64,892,8835) {81,815,664)
Cost of investments sold during the year 38,020,444 45,642,541
Net realized gain {loss) on sale of invesimenis § 8,992,210 § {89,810)

Foreign exchange losses arising from the disposition of investments of $1,146,269 (2003 - $1,204,679) are included in the net realized
gain (loss) of $8,992,210 (2003 - $(89,810)) above.

Brokerage commissions on investments purchased and sold during the year ended December 31, 2004 amounted to $90,393
(2003 - $115,027).

7. FUTURES CONTRACTS

During the year ended December 31, 2003, the Fund used currency futures contracts to hedge foreign exchange risk associared with its
US dollar fixed income investments and realized gains in the amount of $1,931,679 on futures contracts that were closed out. During
the year ended December 31, 2004, the Fund hedged its US dollar exposure b) borrowmg in US dollars.

8. LOANS PAYABLE

Pursuant to an agreement with a Canadian chartered bank, the Fund maintains a 364-day revolving credit fac1hty and a revolving term credit
faa:lllry The revolving credit facility provides for maximum borrowings of $9.5 million with borrowings in Canadmn currency at either the
prime rate of interest or the bankers’ acceptance rate plus a fixed percentage or in US currency at the LIBOR rate plus a fixed percentage. At
December 31, 2004, the Fund had bankers’ acceprances in the amount of $1.5 million and a US dollar loan equivalent to $1.2 million
outstanding under this facility. On May 7, 2003, the Fund borrowed US$10.5 million under the term credit facility at a fixed rate of interest
of 2.78% for the two-year period endmg May 7, 2005, which represents $12.6 million at December 31, 2004. During the year ended
December 31, 2004; the Fund realized a foreign exchange’gam (loss) in the amount of ($98,030) (2003 - 5166 ,200) on the repayment of
borrowings in US dollars under the revolving credit facility. At December 31, 2004, borrowings in US dollars had an unrealized foreign
exchange gain of $2,105,399 (2003 - $1,143,066}. The credit facilities are secured by a first-ranking and exclusive charge on all of the Fund’s
assets,

Costs incurred to establish the credit facilities and renewal fees are deferred and amortized over the term of the facilities. For the year
ended December 31, 2004, the Fund has recorded amortization of these costs in the amounts of $30,024 (2003 - $61,377).

The credir faciliries are used by the Fund for the purchase of additional investments and for general Fund purposes.
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The Fund

Brompton Stable Income Fund is a closed-end investment trust that is listed on the Toronto Stock Exchange under the symbol BSR.UN.
The Fund invests in a diversified portfolio of income funds and investment-grade securities, and has been designed to have the
lowest volatility and highest sustainability of distributions as compared to other income funds. The Fund has maintained Standard
& Poor’s highest stability rating of SR-1, MFC Global Investment Management, a subsidiary of Manulife Financial Corp., actively
manages theiportfolio on behaif of the Fund. The Fund is RRSP, DPSP, RRIF and RESP eligible and does not constitute foreign
property for such plans.

Management’s Discussion and Analysis

The following information provides an analysis of the operations and financial position of the Fund and it should be read in
conjunction with the financial statements and accompanying notes.

We are pleased to report that the Fund continued its strong performance in 2004. A tortal of $0.87 per unit was distribured
to unitholders during the year, which when combined with an appreciation in net asset value of $1.72 per unit, represents a 22.7%
total return for 2004. Since the inception of the Fund in December 2002, the Fund has generated a total return of $8.2%.

Distributions

During the vear ended December 31, 2004, the Fund distributed $0.87 per unit comprised of $0.77 per unir in regular monthly
distriburions and $0.10 per unit in a special distribution. Since inception, the Fund has paid regular monthly distributtons at or
exceeding its original objectives. Profits were realized from the sale of certain investments held by the Fund during the year, thereby
converting the portion of the distributions paid by the Fund from return of capital for tax purposes to capital gains in 2004. Capital
gains will represent about 9% of total distributions and will be taxable at the favourable capital gains rate. See the section ritled
2004 Tax Information in this Annual Report for more information on the income tax characteristics of the distributions for 2004.

The Fund has a distribution reinvestment plan which allows participating unitholders to automatically reinvest monthly
distributions in additional units of the Fund. For the year ended December 31, 2004, 7,671 units were acquired in the marker at
an average price of $11.55 per unit and 626 units were issued out of treasury at an average price of $11.15 per unir.

Investment Portfolio

As of December 31, 2004, the Fund’s investments included a total of 38 income funds and 39 investment grade securities which
provide diversification by issuer, industry and asset class. The breakdown of the portfolio is shown in the accompanying pie chart
and a derailed listing of the Fund’s security holdings is provided in the financial statements.

The Fund recorded gains (realized and unrealized) of $14.5 million during the year as detailed in the table below. All sectors
of the Fund’s portfolio contributed to this excellent performance.

B
T Net Gains by Sector {millions) Realired  Unrealized Total
\ Business funds M 2.0 $ 5.9 3 7.9
\ Qil and gas funds 0.5 [ W] 1.5
ti—— Power and pipeline funds 0.1 20 21
b30).%7) —— Real estate investment trusts 0.3 21 2.4
Investment grade securities 0.1 0.5 0.6
Total $ 3.0 § 11.5  § 14.5
i 9.0
=
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Net Asset Value '
During the year ended December 31, 2004, the net asset value of the Fund Net Asset Value Since Inception
increased by $1.72 per unit or 15% to $13.13 per unit, broken down as follows:

. $14.00
Per Unit

Net investment income $ 0.54 $13.00
Net realized gain on investments 0.37 N

Net change in unrealized gain on investments 1.41 s12.00
Results of operations : 2.62 511.00
Capital transactions (0.03)

Less: distributions (0.87) $10.00
Increase in net asset value ) 5 1.72 $9.00

: ec 02 : Jan 04 Dec 04

Liquidity and Capital Resources ‘ '

As of December 31, 2004, the Fund had borrowmgs of $13.5 million under its credit facility, whlch represented 11.3% of roral
* assets. These borrowmgs have been used principally, to invest in additional portfolio investments to increase the overall
~ distributions paid by the Fund. These borrowings are on a floating rate basis ar the bankers’ acceptance rate.

To provide liquidity, units of the Fund are listed on thc. TSX under the symbol BSR.UN. The Fund’s normal course issuer bid allows
it to purchase its units on the TSX when they trade below net asset value. As a result, purchases under the i 1ssuer bid are accretive
to the net asset value of the Fund. A total of 114,700 uniits were purchased during the year at an average price of $11.15 per unit.

Unitholders may also redeem units of the Fund on the last business day of March of each year at the then current net asset value.
In December’ 2004, the Fund announced that it had amended the method by which it was detérmining the net asset value for
redemption purposes. The securities in the portfolio that are listed or traded on a stock exchange will now be valued by taking the
weighted average trading price of the securities for the last three days of the month in which the redemption dccurs. This method
of calcu!atmg the nert asset value is intended to maintain a fair redemption price for the unitholders who redeem their units, while
minimizing the likelihood that long-term unitholders will be adversely affected by unusual short-term increases in the values of the
portfolio securities. On March 31, 2004, a total of 681, 975 units were redeemed for total proceeds of $8.4 million ($12.29 per unit).
Management Expense Ratio ‘
The Fund has a low management fee for an actively managed fund of 0.95% of net asset value per annum. Combined with the
0.40% service fee that is paid to investment dealers and the general and administrative expenses of the Fund, the management
expense ratio for 2004 was 1.66% based on net assets and 1.43% based on total assets. o

Risk Analysis
The Fund is subject to a number of risks and uncertainties which are discussed on page 25 of this report, Unitholders are encouraged
to review these risks,

Qutlock
The Fund’s two principal objectives are to maintain a hlgh level of monthly distributions and to maintain net asset value per unit.
The Fund has exceeded these objectives since inception; particularly with respect to the substantial cumulatn're gains in net asset
value it has achieved. While we continue to believe in the long-term fundamentals of the sectors in which the Fund invests, values
" of the underlying investment and consequently the net asset value of the Fund may fluctuate over time. Basedlon current Ievels of
distributions received from the underlying portfolio, we ‘expect the Fund will maintain its level of regular monthly distributions.

Portfolio Manager’s Report

Income Trusts

The strategy for the Fund continues to be to focus on the generation of stable monthly distributions and the| preservation of the
Fund’s capital through a strict focus on more stable cash flow generating investments. Income trusts with high quality cash flow
and Canadian investment grade bonds are combined in an effort to achieve this. The portfolio composition is reviewed periodically
by Standard & Poors to ensure that it meets the necessary requirements for an SR-1 raring.

Asset mix changes that occurred in the Fund durmg 2004 included a reduction in the weightings of more interest sensitive
securities such as investment grade bonds (reduced ' by approximately 2%) and power and pipeline trusts {reduced by
approximately 2%) and an increase in the business trust component {+5%).
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Investment Grade Debt
. The duration.of the portfolio has continued to be maintained longer than the index. This has been beneficial to the portfolio as

interest rates have contmucd to decline. Any changes to individual secunty holdings is a result of ant1c1pated changes in market -
conditions.

The: manager believes the market will continue to focus on the strength of the US labour markct and the extent of foreign
‘participation in North American capital markets. Foreign central banks, particularly i in China and Japan, have been active buyers
of North American bonds, especially on Canada, contributing to the outperformance of the Canadian bond market. The, US
Federal Reserve is expected to continue ralsmg rates at a measured pace, Whllf: the Bank of Canada will probably remain on the
sldclmes in the near term. .

' . ’ : S
M MFC Global- ‘ ' o .
Investment Management . : : . '
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Management’s Responsibility Statement

v

The financial statements of Brompton Stable Income Fund (the “Fund™} have been prepared by Brompton SI Fund Management
Limited (the “Manager” of the Fund) and approved by the Board of Directors of the Manager. The Manager is responsible for the
information and representatlons contained in these financial statements and the other sections of the Anm'ral Report.

The Manager maintains appropriate procedurEes to ensure that relevant and reliable financial informartion is produced.
Statements have been prepared in accordance with accounting principles generally accepted in Canada and mclude certain amounts
thar are based on estimates and judgements. The slgmﬁcant accounting policies applicable to the Fund are described in Note 2 to
the financial statements. .

The Board of Directors of the Manager is resp0n51ble for ensuring that management fulfills its resp:msrblhnes -for financial
reporting and has reviewed and approved these f1nanc1al statements. The Board carries out this responsibility through the Audit
Committee, which is comprised of unrelared directors of the Board.

The Manager, with the approval of its Board of Directors, has appointed the external firm of Pricew: aterhouseCoopers LLP
as the auditor of the Fund. They have audired the frnﬁncnal statements of the Fund in accordance with Canadran generally accepted
auditing standards to enable them to express to unitholders their opinion on the financial statements. Theé auditors have full and
unrestricted access to the Audit Committee to discuss their findings.

(=~ e —

Raymond R. Pether Mark A. Caranci
Chief Executive Officer Chief Financial Officer
Brompton SI Fund Management Limited Brompton SI Fund Management Limited

February 1, 2005

Auditors’ Report

To the Unitholders of Brompton Stable Income F}jnd:

We have audited .the statement of investments of Brbmpton Stable Income Fund (the “Fund”) as at December 31, 2004 and the
statements of net assets as at December 31, 2004 and 2003 and the statements of operations, changes in net assets and cash flows
for the years then ended. These financial statements are the responsibility of management of the Fund’s Manager Qur responsi-
bility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadran generally accepted auditing standards. Those standards require that
we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement.
An audit includes exammmg, on a test basis, evrdence supporting the amounts and disclosures in the fmanc1al statements. An audit
also includes assessing the accounrmg principles usr,d and significant estimates made by management, as well as evaluating the
overall financial statement presentation.

‘

- In our opinion, these financial statements present falr]y, in all material respects, the financial position of the Fund as at
December 31, 2004 and 2003 and the results of its .operanons, the changes in its net assets and its cash flows for the years then
ended in accordance with Canadian generally accepted accounting principles. ,

Desermmtiwuafopos L1

PricewaterhouseCoopers LLP
Chartered Accountants
Toronto, Ontario

February 1, 2005
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Statements of Net Assets
' |

As at December 31 ‘ 2004 2003 |
Assets” . o '
Investments, at market value (cost 2004 — $88,612,059; 2003 - $93,983,391) . §$ 117,052,926 $ 110,944,783
Cash and short-term investments 1,343,759 1,730,999
Distributions and interest receivable 828,388 837,650
Deferred financing costs {note 7) * 1,071 . 1,187
Total assets 119,226,144 113,514,619
Liabilities
Accounts payable and accrued labilities 276,106 301,007
Distributions payable to unitholders (note 4) 1,303,162 563,545
Loan payable (note 7) 13,493,115 13,090,629
Total liabilities ; : 15,074,383 13,955,181
Net assets representing unitholders’ equiry ' $ 104,151,761 $ 99,559,438
Units outstanding (note 3) : ) 7,930,256 . 8,726,305
- - :
Net asset valuc per unic $ 13.13 3 11.41

Approved on behalf of Brompton Stable Income Fund, by the Board of Directors of Brompton SI Fund Managcmelm Limited, its Manager.

*%\ ‘ ) - 4 |

Peter A. Braaten . .- James W. Davie
Director Director

Statements of Operations

{

For the year ended December 31 2004 ) 20003
Income .
Distributions from income funds § 7475477 $ 6438170
Interest income . ' 1,251,615 1,296,396
- i ! 8,767,102 7,734,566
lExpenées %
Management fee {note 3) 983,829 808,330
Service fee {note §) 387,397 334,988
General and administrative . 206,245 224,042
' Interest and bank charges (note 7) 406,929 428,915
! oL ' 1,984,400 1,796,275
Net investment income ) 6,782,702 5,938,291
Net realized gain {loss) on sale of investments {note 6) : 3,036,355 (42,844}
Net change in unrealized gain on investments 11,479,475 16,349,384
Results of operations ‘ $ 21,298572 $ 22244831
Results of operations per unit " $ 2.62 $ 2.89

™ Based on the weighted average number of units ourstanding for the period [note 3).
i

i

sy )
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Statements of Cash Flows
For the year ended December 31 2004 . 2003
Cash flows from operating activities: -
Results of aperations § 21,298,572 $ 22244831
Adjustments to reconcile net cash used in operations: )
Net realized (gain} loss on sale of investments (3,036,395} 42,844
Net change in unrealized gain on investments (11,479,475) (16,349,384}
Amortization of deferred financing costs- ) 17,812 47,241
Decrease (increase) in distributions and interest receivable 9,262 (414,298}
Decrease in accounts payable and accrued liabilities {24,901) (354,570}
Purchase of investments (note ) (7,948,452) (74,567,270}
Proceeds from sale of investments (note &) 16,356,179 15,443,588
Cash provided by (used in) operating activities 15,192,602 (53,907,018}
Cash flows from financing activities: )
Proceeds from issuance of units, net (note 3) - 31,958,750
Increase in loans payable 402,486 5,090,629
Deferred financing costs paid (17,696) {48,428)
Distributions paid to unitholders (note 4) ' o ' (6,309,956) T {5,561,741)
. Proceeds from distribution reinvestment plan (note 4) 6,979 —_
Repurchase of units {note 3} ’ ) : (1,278,818) " —
Amounts paid for redemption of units (note 3) (8,382,837) —
Cash (used in) provided by financing activities ' o ) (15,579,842) 31,439,209
Net decrease in cash and short-term investments ) (387,240) (22,467,309
Cash and short-term investments, beginning of period ' 1,730,999 24,198,808
. N ‘|
Cash and short-term investments, end of period ) ! $ 1,343,759 $ 1,730,999

Supplemental information:

Interest paid $ 375,535 $ 399,618
. Is
Statements of Changes in Net Assets
For the year ended December 31 2004 2003
' ) . l .

Net assets ~ beginning of year ' § 99,559,438 $ 51,481,144
Operations: ) )

Results of operations 21,298,572 22,244,831
Unitholder transactions:

. Proceeds from issuance of units, net {note 3) -— } 32,914,324
Distributions to unitholders (note 4) {7,051,573) (6,125,287)
Proceeds from distribution reinvestment plan (notes 3 & 4) ’ 6,979 . 14,093
Repurchase of units (note 3) (1,278,818) . (969,667)
Redemption of units (note 3) (8,382,837) —_

' ~ (16,706,249) ' 25,833,463
INet increase in net assers ) 4,592,323 48,078,294
Net assets — end of year $ 104,151,761 . $ 99,559,438
— g
$ 0.87496 $ 0.76872

Distributions per unit

The accompanying notes are an integral part of these financial statements.

34

'
BROMPTON FUNDS ANNUAL REPORT 2004 — BrOMPTON STABLE incoME FunD




Statement of Investments

|
Marker % of
As at December 31, 2004 Cost Value Portfolio
No. of Units  Power and Pipeline Funds
261,900  Pembina Pipeline Income Fund $ 2,900,788 § 3,574,935
247,700  Northland Power [ncomé Fund 2,721,633 3,502,478
. 375,000 Inter Pipeline Fund 2,363,250 3,435,000
253,000  Fort Chicago Energy Partners, LP. 2,122,555 2,884,200
200,000  Innergex Power Income Fund ; . 2,047,000 2,640,000
215,600  Boralex Power Income Fund 2,189,685 2,440,592
220,800  Algonguin Power Income Fund 2,020,480 2,344,896
150,000  Enbridge Income Fund 1,500,000 2,092,500
190,000  TransAla Power, L.P. 1,787,694 1,945,600
90,000  Great Lakes Hydro Income Fund 1,355,700 1,737,000
152,000  Calpine Power Income Fund 1,474,486 1,716,080
C73,000  Gaz Metro . 1,391,768 1,607 460
31,500  TransCanada Power, L.P.* ' 1,011,344 1,118,250
) 24,886,383 31,038,991 26.5%
No. of Units  Business Funds
212,000  BFI Canada Income Fund 2,557,000 5,191,880
225,500  Davis + Henderson Income Fund 2,920,651 5,118,850
244,400  Energy Savings Income Fund 1,832,751 4,704,700
311,982  Yellow Pages Income Fund 3,520,425 4,208,637
100,000  Superior Plus Income Fund . 2,090,000 3,002,000
174,300  Bell Nordiq Income Fund 2,075,034 2,828,889
155,500  Consumers’ Warerheater Income Fund 1,754,527 2,371,375
120,000  Connors Bros. Income Fund 1,840,000 2,238,000
170,000 - UE Waterheater Income Fund 1,700,000 2,235,500
90,000  Chemitrade Logistics Income Fund 1,247,100 1,827,000
45,923  Armtec Infrastructure Income Fund 459,230 631,441 |
41,000  Hardwoods Distribution Income Fund 410,000 485,850
22,406,718 34,844,122 29.8% I
No. of Units  Real Estate Investment Trusts : '
280,000  RioCan REIT 3,663,433 4,970,000
196,000  Summit REIT 2,942,720 3,531,920
154,000  Northern Property REIT 1,956,645 2,504,040
140,000  Canadian REIT 1,861,423 . 2,485,000
129300  H&R REIT . 1,830,955 2,455,407
150,000  Borealis Retail REIT 1,300,000 2,007,000
104,520  O&Y REIT 1,154,252 1,473,732
106,000  InnVest REIT 959,689 1,261,400
'64,000  Cominar REIT ' 891,740 1,104,640
50,000  Charcwell Seniors Housing REIT 570,255 705,000
* 17,331,112 22,498,139 19.2%
No. of Units  Oil & Gas Funds
295,000 ARC Energy Trust ’ 3,615,990 5,280,500
137,000  Shiningbank Energy Income Fund 2,219,453 o 2,944,130
71,300  Advantage Energy Income Fund 925,630 1,569,313
6.761,073 9,793,943 8.4%

The accompanying notes are an integral part of these financial statements,
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Market Y of
As at December 31, 2004 Cost Value Portfelio
Par Value (§}  Investment Grade Securities .
1,212,000  Sears Canada Inc. 7.45%, due May 10, 2010 $ 1269576 § [1.342,327
660,000 Nova Gas Transmisston Ltd. 12.2%, due February 23, 2016 1,003,346 1,052,335
1,013,000  Caradian Pacific Railway Company 4.9%, due June 15, 2010 994 455 1,040,073
500,402  Alliance Pipeline Limited Partnership 7.23%, due June 30, 2015 993,143 1,027 277
881,000  Scotiabank Capitat Trust 6.282%, due June 30, 2049 922,864 963,411
812,000 Royal Bank of Canada 5.45%. due November 4, 2018 809,618 850,743
670,000  Westcoast Energy Inc. 8.3%, dwe December 30, 2013 801,293 827,116
545,000 Newfoundland Light & Power Inc. 10.125%, due June 15, 2022 715,223 799,740
450,000  BC Telecom Inc, 10.65%, due June 19, 2021 490,440 673,542
500,000  Nava Scotia Power lne., 8.85%, due May 19, 2025 590,650 660,858
575,000  Investors Group Inc. 7%, due December 31, 2032 572,873 650,570
450,000  Westcoast Energy Inc. 7.3%, due December 18, 2026 469,440 516,304
429,000  Greater Toronto Airports Authority 6.98%, due October 15, 2032 427,541 4§1,597
425,000  Renaissance Energy Ltd. 6.95%, due fuly 14, 2009 ' 438,983 474,184
325,000 Nova Scotin Power Inc, 9.75%, due August 2, 2019 414,570 462,258
365,000 Alberta Energy Company Ltd 7.3%, due September 2, 2014 197,688 427,742
275,000 BC Telecom Inc. 11.9%, due November 22, 2015 304,083 427,201
300,000  Westcoast Energy Inc. 8.85%, dwe July 21, 2025 350,949 396,862
300,000 AGT Limited 8.8%, due September 22, 2025 279,300 395,041
300,000  Maritime Telegraph and Telephone Limited 8.3%, dice Jamuary 15, 2019 344,150 383,313
310,000  Westcoast Energy inc. 7.15%, due March 20, 2031 , 300,040 354,037
300,000  Precision Drilling Corporation 7.65%, due October 27, 2010 321,480 349,185
300,000  Sears Canada Inc. 7.05%, due September 20, 2010 295,500 327,168
225000  Newfoundland Telephone Company Limited 10.75%, due June 12, 2014 298,013 319,533
222,000 BC Gas Utility Ltd. 10.3%, due September 30, 2016 304,477 318,924
300,000  TransCanada Pipelines Limited 6.28%, due May 26,2028 263,190 313,895
200,000  TransCanada Pipelines Limited {1.9%, die August 26, 2015 289,960 311,011
275,000 EPCOR Utilities Inc. 6.6%, due November 2, 2011 274,725 305,039
250,000  Union Gas Limited 7.9%, due February 24, 2014 280,200 303,794
240,000  Molson Canada 8.4%, due December 7, 2018 289,032 298,270
235,000  Scotiabank Capital Trust 6.626%. due June 30, 2052 244,894 261,926
195,000  Centra Gas Ontario Inc. 8.65%, due October 19, 2018 234,643 256,752
195,000  Interprovincial Pipe Line Inc. 8.2%, dwe February 15, 2024 228,950 252,330
200,000  Molson Canada 9.1%, dwe March 11, 2013 , 244,060 251,096
234,000  Cadbury Beverages Canada, Inc. 4.9%, due December 1, 2008 234,680 239,922
229,000  Canadian Tire Corporation, Limited 6.32%, due Feﬁruary 24,2034 228,879 234,030
156,442 Alliance Pipeline Limited Partnership 7.181%, due June 30, 2023 164,467 183,121
73,000 Gaz Merropolitain and Company L., 9%, dre May 16, 2025 93,279 101,710
42,000 Shoppers Drug Mart Corporation 4.97%, due Cctober 24, 2008 42,079 43,492
) ‘ 17,226,773 18,877,731 16.1%
Total § BB612,059 § li7.052.926 100.0%

The accompanying notes are an integral part of these financial statements.
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Notes to the Financial Statements
December 31, 2004 and 2003

N
1. OPERATIONS

Brompton Stable Income Fund (the “Fund”} is a closed-end investment trust created under the laws of the Province of Ontario on
Qctaber 1, 2002 pursuant to an amended and restated declaration of trust. Computershare Trust Company of Canada is the Trustee and
.Brompton SI Fund Management Limited (the “Manager”) is responsible for managing the affairs of the Fund. MFC Global Investment
Management, a subsidiary of Manulife Finaneial Corp., manages the Fund’s portfolio. The Fund commenced operations on December 9, 2002.

2. SIGNIFICANT ACCOUNTING POLICIES

Thesé financial statements have been prepared in accordance with Canadian generally accepted accotinting principles and they include
estimates and assumptions made by management thar affect the reported amounts of assets and liabilities at the date of these financial
staremems and the reported amounts of income and expenses during the period. Actual results could dlffer from these estimates.

a) Valuation of Investments
The Fund’s investments are presented at market value, Investments thac are publicly traded are valued at their closing price. Ifa closmg
' price is not available, then these investments are valued using an average ' of the latest bid and ask prices. Short-term investments are
valued at cost which, when taken rogether with accrued interesr income thereon, is an approximation of their market value,

b) Investment Transactions and Income Recognition
. Investment transactions are recorded on trade date and any realized gains or losses are recognized using the average cost of the
investments. Interest income is recognized on an accrual basis. Distributions from income funds are recognized on the ex-distriburion
' date. Net realized gains {losses) on sale of investments include net realized gains or losses from foreign currency changes.

c)! Income Taxes
- The Fund qualifies as a mutual fund rrust under the Income Tax Act (Canada) Prowded the Fund makes distributions in each year of
" its net income and net realized capital gains, the Fund will not generally be liable for income tax, It is the intention of the Fund to distribute
alt of irs net income and net realized capital gains on an annual basis. Accordingly, no income tax provision has been recorded.

d

Foreign Exchange

The market value of investments and other assets and liabilities that are denominated in foreign currencies are translared into Canadlan
dollars at the noon rate of exchange on each valuation date. Purchases and sales of investments and income derived from investments,
are translated at the rate of exchange prevailing at the time of such transactions.

¢} Fair Value of Financial Instruments
. The fair value of the Fund’s financial instruments, which are composed of cash and short-term investments, distributions and interest
receivable, accounts payable and accrued liabilities, and loan payable; approximate their carrying values.

3. UNITS OF THE FUND

Authorized

The Fund is authorized to issue an unlimited number of transferable, redeemable units of beneficial interest, each of which represents an equal,
undivided interest in the net assers of the Fund. Each unit entitles the holder to one vote and to participate equally with respect to any and
all distributions made by the Fund. Units may be surrendered for redemption at any time during March of any year, commencing in 2004,
but at least five business days prior to March 31. Redemption of surrendered units will be effecred at ner asset value on March 31 of each
year and will be sertled en or before the tenth bisiness day following such effective dare. :

Jssued

' ) 2004 2003

' Number Number )
of Units Amount of Units Amount
Umts = beginning of year 8,726,305 $ 82,623,260 5,420,000 $ 50,664,510
Follow-on offering, net — — - 3,400,000 32,914,324
Units redeemed {681,975) {8,382,837) — -~
Units issued under the distribution reinvestment plan (note 4) 626 - 6,979 1,405 14,093
Units repurchased pursuant to normal course issuer bid (114,700} {1,278,818) {95,100) (969,667)
Units - end of year 7,930,256 $ 72,968,584 8,726,305 $ 82,623,260

On Ai)ri] 30, 2003, the Fund completed a follow-on offering of 3,400,000 units at $10.30 per unit for proceeds, net of agents” fees and issuance
costs of $32,914,324,

The Fund received approval from the Toronto Stock Exchange for a normal course issuer bid for the period from January 22, 2004 w
January 21, 2003. Pursuant to the issuer bid, the Fund was permirtted to parchase up to 859,000 of its units for cancellation. The Fund may-
only repurchase units when the net asset value per unit exceeds its trading price, During the year ended December 31, 2004, 114,700 (2003
~ 95;,100) units were purchased for cancetlation. The Fund renewed the issuer bid for the penod from januaty 24 2005 to
january 23, 2006 which allows the Fund to purchase up to 789,000 units when the net asset value per unit exceeds its trading price.

The weighted average number of tnits outstanding for the year ended December 31, 2004 was 8 133,758 (2003 - 7,691,389).

4. DlSTRlBUTlONS PAYABLE TO UNITHOLDERS

Dtsmbunons, as declared by the Manager, are made on a monthly basis to unitholders of record on the last business day of each month
.The distributions are payable by the tenth business day of the following month. For the year ended December 31, 2004, the Fund declared
\toral distributions of $0.87496 (2003 — $0.76872) per unit. Under the Fund’s distribution reinvestment plan, unitholders may elect to reinvest
;monthly distributions in additional units of the Fund which may be issued from treasury or purchased in the open market. For the year ended
December 31, 2004, a total of 626 {2003 — 1,405) units were issued by the Fund pursuant to the reinvestment plan.

i
¥ 1
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5. MANAGEMENT AND SERVICE FEES

Pursuant to a management agreement, the Manager provides management and administrative services to the Fund) for which it is paid a
management fee equal to 0,95% per annum of the net asset value of the Fund plus applicable taxes. The Manager ls‘responsuble for paying
fees to MFC Global Investment Management, the porrfoholmanagcr for the Fund. The Fund also pays to the Manager a service fee equal to
0.40% per anntum of the net asset value of the Fund. The service fee is in turn paid by the Manager-to investment dealers in proportion to
the number of units held by clients of each dealer at the end of each calendar quarter. '

6. INVESTMENT TRANSACTIONS

Investment transactions for the years ended December 31 were as follows:

2004 . 2003
Proceeds from sale of investrents § 16,356,179 § 15443588
Less cost of investments sold: . .
Investrments at cost — beginning of year 93,983,391 34,902,553
Investments purchased during the year ) 7,948,452 + 74,567,270
Investments at cost - end of year - {88,612,059) (93,983,351)
Cost of investments sold during the year , 13,319,784 15,486,432
Net realized gain (loss) on sale of investments ) 8 3,036395 7§ " {42,844)

Brokerage commissions on securities purchased and sold during the period ended ‘December 31, 2004 amounted to $41,651 -
{2003 - $162,087) .

7. LOAN PAYABLE

Pursuant to an agreement with a Canadxan chartered bankl{thc “Bank”), the Fund maintains a 364-day revolving credit fac1l1ry foruptoa
~-maximum amount of $17 million of which bankers’ acceptances in the amount of $13.5 million were outstanding as at December 31, 2004.
The credit facility is secured by a first-ranking and exclusive charge on all of the Fund’s assets and is renewable annually at the opuon of the
Fund with the approval of the Bank. The Fund has the option of borrowing at the prime rate of interest or at the b'mkers acceptance rare
plus a fixed percentage. ‘ .

Costs incurred to establish the credit fac1l1ry and renewal fees are deferred and amortized over the 364-day revolving term of the fac:hty

For the year ended December 31, 2004, the Fund has recorded amortization of these costs in the amount of $17 812'(2003 $47,241).
The credit facility is used by the Fund for the purchase of additional investments and for general Fund purposes.
. s 1295

3 8 BROMPTON FUNDS ANNUAL REPORT 2004 — BROMPTON STABLE INCOME FuND




The Fund | L ‘ e T T

NCOMEEU

. Brompton Equal Weight Income Fund is 'a closed-end investment trust that is listed on the Toronto Stock Exchange under the
. symbol EWLUN. The Fund is designed to prov1de investors with high monthly cash distributions by investing on an equally

* weighted basis in a diversified portfolio of income trusts. It invests in those incomé trusts that have a float capitalization over

£200 mll]lofl at the time of investment, pay a regular distribution and are listed on the TSX. The Fund is rebalanced in August of
each year. The Fund’s passive investment strategy ailows for a very low cost method of investing in the attractive income trust asset
class. The Fund is RRSP, DPSP, RRIF and RESP eligible and does not constitute foreign property for such plans.

Management’s Discussion and Analysis

The following informartion provides an analysis of the operations and financial position of the Fund and it should be read in
conjunction with the financial statements and accompanying notes.

We are pleased to report that the Fund continued its strong performance in 2004. A total of $1.20 per unit was distributed
in cash during the vear, which when combined with an appreciation in net asset value of $1.52 per unit, represents a 25.4% total
return for 2004, Since the inception of the Fund in July 2003, the Fund has generated a total return of 47.3%.

Distributions

During the year ended December 31, 2004 the Fund distributed $1.20 per unit in cash comprised of $1.00 per unir in regular
monthly distributions and $0.20 per unit as a special distribution, In order for the Fund to remain non-taxable, it makes
distributions each year in the amount of its net income and net realized capital gains. As a result of the strong performance in the
value of the Fund’s portfolio and the corresponding significant net capital gain it realized in 2004, the Fund declared to unitholders
of record as at December 31, 2004 a special cash distribution in the amount of $0.20 per unit. Following the issue of units pursuant

" to the special distribution, the outstanding units of the Fund were automatically consolidated so thar the number of units held by

each unitholder equals the number of units held by them immediately prior to the payment of the distribution. The significant gains
realized by the Fund also eliminated the return of capital component of the distributions in 2004. See the section titled 2004 Tax
Information in this Annual Report for more information on the income tax characteristics of the distributions for 2004,

The Fund has a distribution reinvestment plan which allows participaring unithelders te automarically reinvest monthly
distriburions in additional units of the Fund. For the year ended December 31, 2004, 75,663 units were acquired in the market at
an average price-of $10.83 per unit.

Annual Portfolio Rebalancing
The Fund’s first rebalancing took place in August, 2004. The large number of newly qualifying income funds {43) required a major
portion of the existing portfoho to be rebalanced which, when combined with the significant appreciation in marker value of the
Fund’s investments, resulted in a substanrial net realized capiral gain ($32.6 million).

!
Investment Portfolio
As of December 31, 2004, the Fund’s investments included a total of 108 income funds. The new income trusts added to the

_ portfolio provide further diversification by issuer and industry. The breakdown of the portfolio is shown in the accompanying pie
- chart and a detailed listing of the Fund’s security holdings is provided in the financial statements.

The Fund recorded net gains (realized and unrealized) of $64.4 millien during the year as detailed in the table below. Oil and
gas funds provided the largest contribution, although all of the other sectors added to the Fund’s excellent performance.
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Net Gains (Losses) b::r Sector {millions) ! Realized  Unrealized Total
Consumer ! o R -5 (1.4)  § 10.8 § 9.4
Industrials . : 0.2 3.9 4.1
Ol and gas . 18.3 4.0 223
" Power - {0.4) 2.5 2.1
Real estate 1nvesrmenr trusts 11 4.0 31
Resource : 7.8 0.1 7.9
Utilities and mfr:lstructure . 7.0 6.5 13.5
Total $ 326 -5 318 8 644
Net Asset Value ) -
During the year ended December 31, 2004, the ner asset value of the Fund Net Asset Value Since Inception
increased by $1.52 per unit or 14. 2% 10 $12.22 per unit, broken down
as follows: ‘ $13.00
| Per Unit $12.00
Net investment income $ 1.00
Net realized gains on sale of investments . 0.82 $11.00
Increase in unrealized gains on investments . 0.79
Results of operations 281 $10.00
Capital transactions 0.11
Less: distributions (1.20) sv.00 17
Increase in net asset value . . $ 1.52 Jul 03 Jan a4 June &4 Drec 04

Liquidity and Capital Resources

As of December 31, 2004, the Fund had borrowings of $44.1 million under its term credit facility, which represented 8.4% of toral
assets. The interest rate on the term credit facility is fixed until July 2008 at 5.06% which reduces the Fund’s exposure 1o rising
ents to inc'rcasc the

interest rates over its term. The borrowings havé been used principally to invest in additional portfolio investm
overall distributions paid by the Fund.

To provide liquidity, units of the Fund are listed on the TSX under the symbol EWLUN. The Fund s normal course issuer bid
allows it to purchase its units on the TSX when they trade below net asset value. As a result, purchases under the i iss'uer bid are-accretive
to the net asset value of the Fund. A total of 61,600 units were purchased under this bid at an average price of $10.34 per unit.

Unitholders may also redeem units of the Fund on[the second last business day of July of each year at the then current net
asset value. In December 2004, the Fund announced that it had amended the method by which it was deterr%mlng the net asset
value for redemption purposes. The securities in the portfol:o that are listed or traded on a stock exchange will now be valued by
taking the weighted average trading price of the securities for the last three days of the month in which the Iredernpnon occurs.
This method of calculating the net asset value is intended to maintain a fair redemption price for the unitholders who redeem their units,
while minimizing the likelihood thar long-term unitholders will be adversely affected by unusual short-term mc'reases in the values
of the portfolio securities. In 2004, a total of 4.65 million' units were redeemed for total proceeds of $50.5 million ($10.84 per unit).

Management Expense Ratio

The Fund has a very low management fee ac 0.45% of net asset value per annum. Combined with the 0 30%
paid to investment dealers and the general and admmlsrranve expenses of the Fund, the management expense,
0.89% based on net assets and 0.80% based on total assets

Risk Analysis

service fée that is
ratio for 2004 was

The Fund is subject to a number of risks and uncertainties which are discussed on page 25 of this report. Unitholders are encouraged

to review these risks,

QOutlook

The Fund’s prmcnpal objectives are to provide investors with high monthly cash distributions by investing on an equally weighted
basis, in a diversified portfolio of income trusts and to recelve the benefits of low management fees. The Fund has exceeded these
objectives since inception, partlcularly when considering the substantial cumulative gains in net asset value thac it has achieved.
While we continue to believe in the long-term fundamentals of the sectors in which the Fund invests, values of the underlying

investments and conseguently the net asser value of the Fund may fluctuate over time.
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Management’s Responsibility Statement

The financial statements of Brompron Equal Weight Income Fund {the “Fund”) have been prepared by Brompton EWI Management
Limited {the “Manager” of the Fund) and approved by the Board of Directors of the Manager. The Manager is respansible for the
information and representations contained in these financial statements and the other sections of the Annual Reporr.

The Manager maintains appropriate procedures to ensure that relevant and reliable financial information is produced.
Statements have been prepared in accordance with accounting principles generally accepted in Canada and include certain amounts
that are based on estimates and judgements. The significant accounting policies applicable to the Fund are described in Note 2 to
the financial statements. S

The. Board of Directors of the Manager is responsible for ensuring that management fulfills its responsibilities for financial
reporting and has reviewed and approved these financial statements. The Board carries out this responsibility through the Audit
Commirttee, which is comprised of unrelated directors of the Board.

The Manager, with the approval of its Board of Directors, has appointed the external firm of PricewaterhouseCoopers LLP
as the auditor of the Fund. They have audited the financial statements of the Fund in accordance with Canadian generally accepted
auditing standards to enable them to express to unitholders their opinion on the financial statements. The auditors have full and
unrestricted access to the Audit Commirtee to discuss their findings.

Cﬁ? P2 —

Raymond R. Pether Mark A. Caranci
Chief Executive Officer Chief Financial Officer
Brompton EW! Management Limited Brompton EWT Management Limited

February 1, 2005

Auditors’ Report

To.the Unitholders of Bréhlpton Equal Weight Income Fund:
1

We have audited the statemént of investments of Brompton Equal Weight Income Fund (the “Fund”) as at December 31, 2004 and the
statements of net assets as at December 31, 2004 and 2003 and the statements of operations, changes in net assets and cash flows for
the year ended December 31,/2004 and for the period from July 16, 2003 {date of commencement of operations) to December 31, 2003.
These financial statements are the responsibility of management of the Fund’s Manager. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that
we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement.
An audit includes exammmg, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also inclirdes assessing the accoummg principles used and significant estimates made by management, as well as evaluaring the
overall financial statement presentation.

* In éur opinion, these financial statements present fairly, in all material respects, the financial position of the Fund as
at December 31, 2004 and 2003 and the results of its operations, the changes in its net assets and its cash flows for the year ended
December 31, 2004 and for the period from July 16,2003 (date of commencement of operations} to December 31, 2003 in
accordaqce Wlth Canadian generally accepred accounting principles,

Dresumtihpuborpers LLP

PricewatérhouseCoopers LLP
Chartered Accountants
Toronto,'Onrario

February. 1, 2003
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Statements of Net Assets

As at December 31 2004 ) 2003
Assets '

Investments, at market value {cost 2004 - $416,603,422; 2003 — $441,127,002) § 500,308,143 § 493,064,929
Cash and short-term investments 5,588,404 678,298
Distributions and interest receivable 3,741,395 4,403,133
Amount receivable for securities sold 13,860,144 —
Deferred financing costs {note 7) 166,184 239,078
Total assets ) i 523,664,370 498,385,438
Liabilities

Accounts payable and accrued liabilities 679,364 888,980
Amount payable for securities purchased 13,131,833 —
Distributions payable to unitholders {note 4) 10,612,080 3,523,800
Loans payable {note 7) 44,100,000 45,125,000
Total liabilities . . 68,523,277 49,537,780

]
Net assets representing unitholders’ equity . § 455,141,093 . § 448,847,658
. ' ] :
Units outstanding (note 3) ) 37,235,367 41,950,000
| . | [

Ner asset value per unit ' $ 12,22 $ 10.70

Approved on behalf of Brompton Equal Weight Incf)me Fund, by the Board of Directors of Brompton EWI Management Limited,
the Manager. '

= b~

Peter A. Braaten James W. Davie
Director . Director

Statements of Operations

For the year/period ended December 31 2004 ) 2003*
Income .
Distributions from income funds . . $ 46,180,328 $ 23,940,544 .
Interest income 51,514 162,831
46,231,842 24,103,375
Expenses
Management fee {note 5} . 2,125,582 912,545
Service fee {note §) 1,347,558 . 589,456
General and administrative - 432,725 364,883
Incerest and bank charges (note 7) ’ 2,351,438 956,974
6,257,303 2,823,858
Net investment income 39,974,539 21,279,517
Net realized gain (loss) on sale of investments {note 6) . 32,620,574 . {1,318)
Net change in unrealized gain on investments ' 31,766,794 . 51,937,927
|
Results of operations $ 104,361,907 . $ 73,216,126
Results of operations per unit ! s 261 - $ 1.75

* Period from July 16, 2003 {commencement of operations) to December 31, 2003.
“ Based on weighted average number of units outstanding for the peried (note 3).

The accompanying notes are an integral part of these financial statements.
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Statements of Cash Flows

For the year/period ended December 31 2004 2003*
Cash flows from operating activities:
Results of operations § 104,361,907 $ 73,216,126
Adjustments to reconcile net cash used in operations:
Net realized {gain) loss on sale of investments (note 6} {32,620,574) 1,318
Net change in unrealized gain on investments {31,766,794) (51,937,927}
Amortization of deferred financing costs 72,794 43,297
Decrease (increase} in distributions receivable 661,738 (4,403,133}
{Decrease} increase in accounts payable and accrued liabilities {209,616} 888,980
Purchase of investments (note 6) {180,732,969) {441,342,117)
Proceeds from sale of investments (note 6) 237,148,812 213,797
Cash provided by {used in) operating activities 96,915,298 (423,319,659)
Cash flows frem financing acrivitics:
Proceeds from issuance of units, net (note 3) 45,674 396,689,442
Deecrease {increase) in loans payable (1,025,000) 45,125,000
Repurchase of units {note 3} (636,831) —
Deferred financing costs paid — {282,375}
Amounts paid for redemption of units (note 3) (50,454,698} —
Distributions paid to unitholders (note 4) . (39,934,337) (17,534,110)
Cash provided by (used in) financing activities (92,005,192) 423,997,957
Net increase in cash and short-term investments 4,910,106 678,298
Cash and short-term investments, beginning of period 678,298 —
Cash and short-term investments, end of period § 5,588,404 $ 678,298

Supplemental information:
Interest paid § 2,275,585 $ 716,947

Statements of Changes in Net Assets

For the year/period ended December 31 2004 2003*
Net assets - beginning of year § 448,847,658 $ —_
Operations:
Results of operarions . 104,361,907 73,216,126
Unitholder transactions:
Proceeds from settlement of trust — 10
"Proceeds from issuance of units, net {note 3) 45,674 397,170,000
Distriburions to unitholders (note 4} (47,022,617) {21,057,910)
Repurchase of units (note 3) ' (636,831) (480,568)
Redemption of units (note 3) (50,454,698) —
] {98,068,472) 375,631,532
Net increase in net assets 5,293,435 448,847 658
Net assets — end of year ) $ 455,141,093 $ 448,847,658
Distributions per unit 5 1.2010 4 0.50168

* Period from July 16, 2003 {(commencement of operations) to December 31, 2003.

The accompanying notes are an integral part of these financial staterments.
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Statement of Investments
Market % of
As at December 31, 2004 Cost Value Portfalio
No. of Units  Consumer |
388,636  ACS Media Income Fund § 4,090,394 § 3.653,178
333,230 Arcric Glacier Income Fund 4,090,398 3,998,760
308,400  Bell Nordig Income Fund 3,977,683 5,005,332
229,604 Centerplate Inc, 3,635,779 3,632,335
359,912 Cineplex Galaxy Income Fund 4,090,400 5,290,706
368,234  Clearwater Seafoods Income Fund 4,765,912 3,233,095
372,701  CML Healthcare Income Fund 4,090,393 4,975,558
255,479  Connor Bros. Income Fund 3,739,579 4,764,683
373,382  Custom Direct Income Fund 4,090,400 4,293,893
238,410  Davis + Henderson Income Fund 3,689,830 5,411,907
256,075  Energy Savings Income Fund 3,070,100 4,929,444
226,301 Gateway Casinos Income Fund 4,090,391 4,876,787
450,867  KCP Income Fund 5,707,057 3,112,832
348,861 Medical Facilities Corporation 4,177,610 4221218
274,431  Menu Foods income Fund 4,090,394 4,075,300
azon Movie Distribution Income Fund 5,318,443 5,286,907
415479 Osprey Media Income Fund 4,090,391 3,926,277
1,018,747  Rogers Sugar Income Fund 3,944,096 4,584,162
255,251  Sleep Country Canada Income Fund 4,090,397 6,097,946
381,389  The Brick Group Income Fund 4,090,397 5,324,190
337,084  Yellow Pages Income Fund 4,090,397 4,817,083
87,020,441 97,511,773 19.5%
No. of Units  Induszrials i
209,586  Newalea Income Fund 2,182,150 4,684,247
171,057 North West Company Fund 4,130,503 4,952,100
158,677 Superior Plus Income Fund 3,536,971 4,763,484
315,252 Tree Island Wire [ncome Fund 4,090,395 5,091,320
418,455  Versacold Income Fund 4,090,398 3,816,310 .
18,030,437 23.307.461 4.7%
No. of Units  Qil and Gas
278,059 Acclaim Energy Trust 3,141,542 4,004,050
209,140  Advantage Energy Income Fund 3,335,400 4,603,171
348,338 APF Energy Trust 4,029,543 4,082,521
251,390 ARC Energy Trust 3,191,687 4,499,881
316,471 Baytex Energy Trust 4,090,388 4,041,335
171,325 Bonavista Energy Trust . 2,825,023 4,642,908
157,778 Bonterra Energy Income Trust 4,090,395 3,960,228
340,724 Calpine Narural Gas Trust 4,090,352 4,592,960
82,111 Canadian Qil Sands Teust 2,882,283 5,551,525
271,877  Crescent Point Energy Trust 4,090,389 4,581,127
102,251  Enerplus Resources Fund 3,414,595 4,458,144
221,282  Enterra Energy Trust 4,090,398 5,020,889
254,587 Focus Energy Trust 3,317,546 5.084,102
274,040  Freehold Royalty Trust . 3,639,601 4,781,998
230,770 Harvest Energy Trust 4,090,398 3,296,172
320,188 NAL Qil & Gas Trust 3,058,458 4,338,547
381,389  NAV Energy Trust 4,090,397 3,867,284
295,795  Paramount Energy Trust 2,768,571 4,714,972
215,238 Pengrowth Energy Trust 3,649410 3,981,903
257,821  Petrofund Energy Trust 3,352,257 4,024,586
118,556  Peyro Energy Trust 2,022,798 5,670,533
165,478  PrimeWest Energy Trust 4,384,014 4,405,024
312,841 Propress Energy Trust 4,090,396 4,229,610
389,231 Provident Energy Trust 4,354,267 4,425,556
204,443 Shiningbank Energy Income Fund 3,516,001 4,393,480
217,961 Vermilion Energy Trust 3,021,046 4,185,375
l 679,578  Viking Energy Royalty Trust 4,605,473 4,587,152
| 213,319 Zargon Energy Trust 4,024,263 5,087,658
! 101,260,931 127,312,691 25.4%
| No. of Units ~ Power
; 446,526  Algonquin Power Income Fund 4,308,361 4,742,106
208,004  AltaGas Income Trust 4,090,392 4,815,293
‘ 396,563  Boralex Power Income Fund 3,893,277 4,489,093
398,593 Calpine Power Income Fund 4,224,434 4,500,115
454,429 Clean Power Income Fund 4,539,758 3,153,737
352,772 Enbridge Income Fund 4,090,391 4,921,169
i 255,350 Great Lakes Hydro Income Fund 3,893.070 4,929,027
357,708 Innergex Power Income Fund 4,090,391 4,721,746
332,417 KeySpan Facilities Income Fund 4,090,391 4,783,481
403,985 Macquarie Power Income Fund 4,090,400 4,445,645
362,553  Northland Power Income Fund 4,210,969 5,126,499
457,008  TransAlta Power, LI : 4,326,208 4,679,762
: 126,912  TransCanada Power, L.P, 4,366,328 4,505,376 .
i 54,215,107 59,813,049 12.0%
|
|
|
\ The accompanying notes are an integral part of these financial statements.
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Market % of

As at December 31, 2004 Cost Value Portfolio
No. of Units  Real Estate Investment Trusts 1
331,878  Alexis Nihon REIT $ 4,090,396 & 4,165,069
249,795  Boardwalk REIT 4,090,393 4,608,718
345911  Borealis Retail REIT 4,090,398 4,628,289
265,179  Calloway REIT 4,090,386 4,972,106
317,640  Canadian Apartment Properties REIT 4,225,056 4,790,011
400,730  Canadian Hotel Income Properties REIT 3,618,545 4,267,775
265,373 Canadian REIT 3,862,334 4,710,371
361,183  Charrwell Seniors Housing REIT 4,090,397 3,092,680
279,026  Cominar REIT 3,936,385 4,815,959
168,502  Dundee REIT 4,090,386 4,313,651
247,038 H&RREIT 3,845,159 4,691,252
368,006  InnVest REIT 3,446,366 4,379,271
404,206  [PC US Income Commescial REIT 4,165,445 4,284 584
574,091  Legacy Hotels REIT 4,090,398 4,144,937
448,263  Morguard REIT ' 4,090,400 4,617,109
318,939 O&KY REIT 4,090,393 4,497,040
385,562  Retirement Residences REIT ' 4,273,598 3,971,289
257,686  RioCan REIT 3,694,550 4,573,927
239,130 Summit REIT . 3,972,468 4,309,123
429,438 TGS North American REIT 4,090,397 3,821,998
: 79,943,850 89,655,189 17.9%
No. of Uniss  Resource

67,835  Fording Canadian Coal Trust 1,759,494 6,286,269
379,619  Great Lakes Carbon Income Fund 4,090,195 4,099,845
235,510  Labrador Iron Ore Royalty Income Fund 3,685,176 5,169,445
370,937 Noranda Income Fund 3,643,677 4,655,259
441,016  SFK Pulp Fund 34583212 3,197,366
310,123 TimberWest Forest Corp. 3,513,777 4,676,655

20,175,731 28,084,879 5.6%

No. of Units  Utilities and Infrastructure

215,957  B¥f Canada Income Fund : 2,366,402 5,288,787
136,469  CCS Income Trusr 3,278,042 5,995,083
229,576  Chemtrade Logistics Income Fund 3434786 4,660,393
299,503  Consumers’ Waterheater Income Fund 3,663,376 4,567,421
333,773 Contrans Income Fund 4,130,388 4,682,835
421,747  Fort Chicago Energy Partners L.P. 3,882,532 4,807,916
188,359  Gaz Metro 3,846,653 4,147 665
386,127  Heating Oil Partners Income Fund 5,074,631 2,760,808
540,938  Iater Pipeline Fund 33531,m% 4,954,992
245,989  Livingston International Income Fund 3,622,851 5,522,453
365,193 Pembina Pipeline Income Fund 4,423,587 4,984,884
370,187  TransForce Income Fund 3,032,942 5,637,948
500,967  Trinidad Energy Services Income Trust 4,090,396 5,230,095
371,011  UE Waterheater Encome Fund 4,090,396 4,878,795
519411  Westshore Terminrals Income Fund 3,008,924 6,503,026

55,956,825 74,623,101 14.9%

Toral $ 416,603,422 § 500,308,143 100.0%

. The accompanying notes are an integral part of these financial statements.
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Notes to the Financial Statements
December 31, 2004 and 2003

1. OPERATIONS

Brompton Equal Weight Income Fund (the “Fund”) is a closed-end investment trust created under the laws of the Province of Ontario on
May 26, 2003 pursuant to an amended and restated declaration of trust. The Fund commenced operations on July 16, 2003. Computershare
Trust Company of Canada is the Trustee and Brompton EW1 Management Limited (the “Manager™) is responsible for managing the affairs
of the Fund. The Manager has retained Brompron Capital Advisors Inc. to acquire the portfolio and to rebalance it on an annual basis in
accordance with the terms of the declaration of trust,

2. SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in accordance with Canadian generally accepted accounting principles and they include
estimares and assumptions made by management that affect the reported amounts of assets and liabilities at the|date of these financial
statements and the reported amounts of income and expenses during the period. Actual results could differ from these estimates.

a} Valuation of Investments
The Fund’s investments are presented at market value. Investments that are publicly traded are valued at their closing price. If a closing
price is not available, then these investments are valued using an average of the latest bid and ask prices. Short-term investments are
valued at cost which, when taken together with accrued interest income thereon, is an approximation of their market value.

b

Investment Transactions and Income Recognition

Investment transactions are recorded on trade date and any realized gains or losses are recognized using the average cost of the
investments. Interest income is recognized on an accrual basis. Distributions from income funds are recognized on the ex-distribution
date. Net realized gains (losses) on sale of investments include ner realized gains or losses from foreign currency changes.

¢) Income Taxes . ,
The Fund qualifies as a mutual fund rrust under the Income Tax Act (Canada). Provided the Fund makes distributions in each year of
its net income and net realized capital gains, the Fund will not generally be liable for income rax, It is the intention of the Fund to
distribute all of its net income and net realized capital gains on an annual basis. Accordingly, no income tax provision has been recorded.

d

Foreign Exchange !
The market value of investments and other assets and liabilities that are denominated in foreign currencies are translated into Canadian
doliars at the closing rate of exchange on each valuation date. Purchases and sales of investments and income derived from investments,
are translated ar the rate of exchange prevailing ar the time of such transactions.

e} Fair Value of Financial Instruments ‘
The fair value of the Fund’s financial instruments, which are composed of cash, distributions receivable, accounts payable and accrued
liabilities and loans payable, approximate their carrying values.

' A
3. UNITS OF THE FUND :

Authorized
The Fund is authorized to issue an unlimited number of transferable, redeemable units of beneficial interest, each of which represents an equal,
undivided interest in the net assets of the Fund. Each unit entitles the holder to one vore and to participate equally with respect 1o any and
all distributions made by the Fund. Units may be surrendered for redemption at any time during July of any year, commencing in 2004, but
at least seven business days prior to the second last business day of July {“Redemption Date™). Redemption of surrendered units will be effected
at net asset value on the Redemption Date of each year and'will be settled on or before the tenth business day in August.

Issued
2004 2003
Number Number
of Units Amount of Units Amount
Units - beginning of year/period . 41,950,000 $§ 396,689,442 —; $ —
Settlement of the Fund ) - — — 10
Initial public offering, net _ 45,674 40,000,000 378,220,000
Exercise of over-allorment option, net —— — 1,000,000 18,950,000
Units redeemed (4,653,033} (50,454,698) —“ —_
Repurchase of units (61,600) (636,831) (50,000) (480,568)
Units - end of year/period 37,235,367 § 345,643,587 41,950,000 $ 396,689,442

* Period from july 16, 2003 {commencement of operations) to Decei;nber 31,2003,

On July 16, 2003, the Fund completed its initial public offering of 40,000,000 units at a price of $10.00 for proceeds, net of agents’ fees and
issuance costs, of $378,220,000.

On July 25, 2003, the Fund completed the issuance of anfadditional 2,000,000 units at a price of $10.00 for procequ, net of agents’ fees,
of $18,950,000. The issuance of these additional units was pursuant to the exercise of the over-altotment option granted to the agents in
connection with the initial public offering. .

The Fund received approval from the Toronto $tock Exchange for a normal course issuer bid for the periods fram September 2, 2003
through to September 1, 2004 and from September 2, 2004 through to September 1, 2005. Pursuant to these issuer bids, the Fund may purchase
up to 4,190,000 and 3,720,000 units, respectively, for cancellation, The Fund may only repurchase units when the net asset value per unit
exceeds its trading price. During the year ended December 31, 2004, 61,600 units were purchased for cancellation at an average price of $10.34
per unit.

The weighted average number of units outstanding for the year ended December 31, 2004 was 39,920,905 (2003 - 41,872,189).

46 BROMPTON FuNDs ANNUAL REFORT 2004 — BROMPTON EQUAL WEIGHT INCOME FUND




4. DlSTRIBUTlONS PAYABLE TO UNITHOLDERS

Distributions, as declared by the Manager, are made on a monthly basis to unitholders of record on the last business day of each month. The
-distributions' are payable no Jater than the tenth business day of the following month. During the year ended December 31, 2004,
the Fund declared total distributions of $1.201 per unit (2003 - $0.50168). Pursuant to the Fund’s distribution reinvestment plan, unitholders
“may elect to reinvest monthly distributions in additional units of the Fund.

5. MANAGEMENT AND SERVICE FEES

Pursuant to a management agreement, the Manager provides management and administrative services to the Fund, for which it is paid a
ymanagement fee equal to 0.45% per annum of the net asset value of the Fund plus applicable taxes. The Manager is responsible for paying
fees to Brompton Capltal Advisors Inc. The Fund also pays to the Manager a service fee equal 1o 0.30% per annum of the ner asset value of

the Fund. The service fee is in turn paid by the Manager to investment dealers in proportion ro the number of units held by clients of each

"dealer at the end of each calendar quarter.
i

6. II:\IVEST,MENT TRANSACTEIONS
Investment transactions for the years ended December 31 are as follows:

. . 2004 2003*
" Proceeds from sale of investments $ 251,008,956 8 213,797
Less C:)St of investments sold: . ) . . .
Investments at cost — beginning of period 441,127,002 —
Investments purchased during the peried 193,864,802 421,079,318
Investments received in exchange for units . — 20,262,799
Investments at cost — end of period {416,603,422) (441,127,002)
Cost of investments sold during the period 218,388,382 215,118
Net realized gain (loss) on sale of investments : $ 32,620,574 $ {1,318)

* Period from July 16, 2003 {commencement of operations) to December 31, 2003.

Brokerage commissions on investments purchased and sold during the peried ended December 31, 2004 amounted to $54, 487
(2003 - $969,401).

.

7 LOANS PAYABLE

"Pursuant to an agreement with a Canadian chartered bank, the Fund has a 364- day revolvmg credit facility and a term credit facility. The
revolving credit facility provides for maximum borrowings of $9.0 million at either the prime rate of interest or the bankers’ acceprance rate
‘plus a fixed percenrage. There were no drawings under this facility at December 31, 2004. The Fund has borrowed the maximum amount of
$44.1 million under the term credit facility at a fixed rate of 5.06% for five vears ending July 18, 2008. The crcdlr facilities are secured by a
first-priority security interest over all of the Fund’s assets.

Costs incurred to establish the credit facilities are deferred and amortized over the term of the facilities. For the year ended
-December 31, 2004, the Fund has recorded amortization of these costs in-the amount of $72,794 (2003 - $43,297),

The credit facilities are used by the Fund for the purchase of additional investments and for general Fund purposes.
4
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Business Trust. Equal Weight Income-Fund is a closed-end investment trust that is listed on the Toronto-Stock Exchange under the
symbol BWILUN. The Fund is designed to provide investors with high monthly cash distributions by passively investing on an
equally weighted basis in a diversified portfolio of business trusts. It invests in those business trusts that have a float capitalization
over $150 million at the time of investment, pay a regular distribution and are listed on the TSX. The Fund is rebalanced on a
quarterly basis. The Fund’s passive investment strategy allows for a very low cost method of investing in the attractive income trust
asset class. The Fund is RRSP, DPSP, RRIF and RESP eligible and does not constitute foreign property for such plans.

Management’s Discussion and Analysis

The following information provides an analysis of thé operations and financial position of the Fund and it should be read in
conjunction with the financial statements and accompanying notes.

We are pleased to report that the Fund continued 'its strong performance in 2004, A total of $1.13 perjunit was distributed
in cash during the year, which when combined with an appreciation of net asset value of $1.80 per unit, represents a 28.1% total
return for 2004. Since the inception of the Fund in October 2003, the Fund has generated a total return of 45.2%.

Distributions
During the year ended December 31, 2004, the Fund distributed $1.13 per unit in cash comprised of $0.93 per unit in regular
monthly distributions and $0.20 per unit as a special distribution. The significant appreciation in the market value of the Fund’s
portfolio and the addition of newly qualifying income funds during the year has resulted in a realization of net capital gains during
the four rebalancing periods in 2004. These realized gains reduced the tax deferred “return of capital” component of distributions
to approximately 15% for 2004. Consequently there is a larger capital gains allocation, which will be taxable at the favourable
capital gains rate. See the section titled 2004 Tax Information in this Annual Report for more information on the income tax
characteristics of the distributions for 2004,

The Fund has a distribution reinvestment plan which allows participating unitholders to automatically reinvest monthly
distriburions in additional units of the Fund. For the year ended December 31, 2004, 5,456 units were issued from creasury
pursuant to this plan at an average price of $11.18 per unit and 799 units were acquired in the market al an average price of
$10.69 per unit.

Investment Portfolio
As of December 31, 2004, the Fund’s investments included a total of 48 business trusts. At the time of the last rebalancing, each
investment represented 2.1% of the market value of the portfolio, providing diversification both by issuer and industry. The
breakdown of the portfolio is shown in the accompanying pie chart and a detailed listing of the Fund’s security holdings is provided
in the financial statements.

The Fund recorded net gains (realized and unrealized) of $10.4 million during the year as detailed in!the table below. All
sectors of the Fund’s portfolio contributed to this excellent performance.

Net Gains (Losses} by Scctor (millions) Realized  Unrealized Toual
Commercial $ 0.9 § 2.1 S 3.0
Consumer {0.3) 2.5 2.2
Forest products 0.1 0.1 0.2
Manufacturing (0.5} 1.0 0.5
Mining 0.7 0.7 1.4
Retail 0.3 1.0 1.3
Transportation and storage 0.5 1.3 1.8
Total 3 1.7 % 87 % 10.4
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Net Asset Value
During the year ended December 31, 2004, the net asset value of the Fund Net Asset Value Since Inception
mcreased by $1.80 per unit or 17.2% to $12.24 per unir, brokcn down as follows

N - $13.00
: ! : Per Unit
Net investment income $ 088 $12.00
Realized gains on investments 0.31
[ncrease in 'uncealized gains on investments 1.71 $11.00
Results of operations 2.90
Capital transactions 0.03 $10.00
Less: distributions (1.13)
Increase in net asset value $ 1.80 £9.00

Oct 03 Jan 04 Junc 04 _ Deco4

Liquidity and Capital Resources

As'of December 31, 2004, the Fund had borrowings of $5.4 million under its credit facility, which represented 8% of total assets.
The interest rate on this portion of the credit facility has been fixed at 5.34% until October 2008 ro reduce the Fund’s exposure
to rising interest rates over the term. The borrowings have been used principally to invest in additional portfolio investments to - Ca
increase'the overall distributions paid by the Fund.

To provide liquidity, units of the Fund are listed on the TSX under the symbol BWELUN. The Fund’s normal course issuer bid
allows it to purchase its units on the TSX when they trade below net asset value. In such situations, purchases under the issuer bid are
accretivé to the ner asset value of the Fund. A total of 57,300 units were purchased during the year under this bid ar an average
price of $10.47 per unit.

Unitholders may redeem units of the Fund on the second last business day of October of each year at the then current net
asset value. In December 2004, the Fund announced that it had amended the method by which it was determining the net asset
value for redemption purposes. The securities in the portfollo that are listed or traded on a stock exchange will now be valued by
taking the weighted average trading price of the securities for the last three days of the month in which the redemption occurs.
This method of calculatmg the net asset value is intended to maintain a fair redemption price for the unitholders who redeem their
units, while minimizing the likelihood that the long-term unitholders will be adversely affected by unusual short-term increases in
the values of the portfolio securities. No units were tendered for redemption during 2004.

Management Expense Ratio

The Fund has a very low management fee at 0.45% of net asset value per annum. Combined with the 0.30% service fee that is
paid to investment dealers and the general and administrative expenses of the Fund, the management expense ratio for 2004 was |
1.15% based ori net assets and 1.04% based on total assers. '

Risk Analysis
The Fund is subject to a number of risks and uncertainties which are discussed on page 93 of this report. Unitholders are encouraged
to review these risks. -

Outlook A
The Fund’s principal objectives are to providé investors with high monthly distributions by investing in an equally weighted
diversified portfolio of business income funds and to receive the benefits of low management fees and the opportunity for capiral
appreciation. The Fund has exceeded these objectives since inception, particularly when considering the substantial cumulative
gains in' net asset value that it has achieved. While we continue to believe in the long-term fundamentals of the sectors in which
thé Fund invests, values of [!he underlying investments and consequently the ner asset value of the Fund may fluctuate over time.
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Management’s Responsibility Statément

The financial statements of Business Trust Equal Welghr Income Fund (the “Fund”) have been prepared by [ rompton Business Trust
Management Limited (the “Manager” of the Fund) and approved by the Board of Directors of the V[anager The Manager is responsible
for the information and representations contained in these financial statements and the other sections of the Annual Report.

The Manager maintains appropriate procedures to ensure that relevant and reliable financial information s produced.
Statements have been prepared in accordance with accountmg principles generally accepted in Canada and 1nclude certain amounts
that are based on estimates and judgements. The s1gmf|c:mt accounting policies applicable to the Fund are described in Note 2 to
the financial statements. :

The Board of Directors of the Manager is respnnsible for ensuring that management fulfills its responsibilities;for financial
reporting and has reviewed and approved these fmancml statements. The Board carries out this responsibility through the Audit
Committee, which is comprised of unrelated dlrcctolrs of the Board

'The Manager, with the approval of its Board of Directors, has appointed the external firm of PrlcewaterhouseCoopers LLP
as the auditor of the Fund. They have audited the f1nanc1al stateménts of the Fund in accordance with Canadlan generally accepted
auditing standards to enable them to express to umtholders their opinion on the financial statements. The auditors have full and
unrestricted access to the Audit Committee to discuss their findings.

Raymond R. Pether. ) ' .. Mark A. Caranci
Chief Executive Officer Chief Pmanaa! Officer
Brompton Business Trust Management Limited Brompton Business Trust Managemenr Limited

February 1, 2003 i ) .

Auditors’ Report ' | -

To the Unitholdefs of Business Trust Equal Weigin Income Fund:

We have audited the statement of investments of Busmess Trust Equal Weight Tncome Fund {the “Fund”} as at December 31, 2004
and the statements of net assets as at December 31, 2004 and 2003 and the statements of operations, chang'es in net assets and cash
flows for the year ended December 31, 2004 and for the period from October 22, 2003 (date of commenccmcnr of ‘operations) to
December 31, 2003. These financial statements are thc responsibility of management of the Fund’s Manager. Our respon51b111ry is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Thosg standards require thar
we-plan and perform an audir to obtain reasonable assurance whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evndence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and-significant estimates made by management a‘l. well as evaluaring the

overall financial statement presentation. . ‘ . !

In our opinion, these financial statements present fairly, in all material respects, -the financial p051t10n of the Fund as’
at December 31, 2004 and 2003 and the results of i its operations, the changes in its net assets and its cash f]ows for the year ended
December 31, 2004 and for the period from OCtober 22, 2003 {date of commencement of operatlons) to Deccmber 31,2003 in
accordance w1th Canadian generally accepted accountmg principles.

%MM«‘WMM (e

PricewaterhouseCoopers LLP
Chartered Accountants
Toronto, Onrario

February 1, 2005
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Statements of Net Assets

As at December 31

‘

2004

2003

Assets |
" Investmments, at market value {cost 2004 — $54,664,080; 2003 - $54,797,940)

§ 68922663

§ 60,313,773

Cash 197,750 67,392
Distributions receivable 536,711 575,869
Deferred financing costs (note 7) 27,122 31,535
Total assets 69,684,246 60,988,569
]

Liabilities

Accounts payable and accrued liabilities 143,849 337,671
Distributions payable to unitholders {note 4) 1,409,458 438,121
Loans payable (note 7) 5,400,000 6,400,000
Total liabilities 6.953.337 7,175,792

Net assets representing unitholders’ equi
p ] q

§ 62,730,909

$ 53,812,777

- 1 .
Units ourstanding {note 3)

5,125,412

3,154,364

F
Net asser value per unit

$ 12.24

5 - 10.44

Approved on behalf of Business Trust Equal Weight Income Fund, by the Board of Directors of Brompton Business Trust

Management Limited, the Manager.

f=—— b,

:
- .
Peter A. Braaten James W. Davie

Director Director

Statements of Operations

For the year/period ended December 31 2004 1003
Tncome i
Distributions from income funds - $ 5510497 $ 1,366,697
Intérest income 462 12,700
) 5,510,959 1,379,397
Expenses .
Management fee {note 5) 272,629 47,134
Service fee {note 5) 174,592 31,167
General and administrative 200,830 89,993
Interest and bank charges {note 7) 335,110 51,168
983,461 219,462
Net investment income 4,527,498 1,159,935
Net realized gain on sale of investments (note 6) 1,608,910 669
Net change in unrealized gain on investments 8,742,750 5,515,833

Results of operations

$ 14,879,158

'S 6676437

Results of operations per unit

$ 2.90

$ 1.30

* Period from October 22, 2003 {commencement of operations) to December 31, 2003,
™ Based on weighted average number of units outstanding for the period (note 3).

The accompanying notes are an integral part of these finaneial statements.
f
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Statements of Cash Flows

“ For the year/period ended December 31 2004 2003
Cash flows from operating activities:
Results of operations . 5 14,879,158 5  6,676437
Adjustments to reconcile net cash used in operations:
Net realized gain on sale of investments (1,608,910) (669)
Net change in unrealized gain on invesuments (8.742,750) (5,515,833}
Amortization of deferred financing costs ' 22,122 3,065
Decrease (increase) in distributions receivable 39,158 (575,869)
[Decrease) increase in accounts payable and accrued liabilities (193,822) 337,671
Purchase of investments {note 6) (19,446,980) {54,821,085)
Proceeds from sale of investments (note &) 21,189,750 ' 23,814 .
Cash provided by {used in) operating activities 6,137,726 1(53,872,469)
Cash flows from financing activities:
Proceeds from issuance of units, net (note 3} 363,846 48,290,311
{Decrease) increase in loans payable ) (1,000,000} 6,400,000
Deferred financing costs paid (17.709) {34,600}
Distributions paid to unitholders {note 4) {4,814,555) {715,850}
Proceeds from distribution reinvesrment plan (note 4) 60,992 —
Repurchase of units {note 3) {599,942) —_
Cash (used in) provided by financing activities . {6.007,368) 53,939,861
Net increase in cash 130,358 - 67,392
Cash, beginning of period ) 67,392 . —_
|
Cash, end of period $ 197,750 $ 67,352

Supplemental information:

Interest paid $ 312,893 $ 36,132

+ Statements of Changes in Net Assets$

For the year/period ended December 31 . 2004 2003*
Net assets — beginning of year § 53,812,777 5 —
Operations:
Results of operations 14,879,158 6,676,437
Unitholder transactions:
Proceeds from settlement of truse — 10
Proceeds from issuance of units, net (note 3) 363.846 48,290,101 '
Distributtons to unitholders (note 4) (5,785,922) (1,153,971)
Proceeds from distribution reinvestment plan 60,992 —
Repurchase of units (note 3) (599,942) -
8,918,132 53,812,777
Net increase in net assets ' 8,918,132 53,812,777
Net assets — end of year §$ 62,730,909 $ 53,812,777
) t
Distributions per unit $ 1,129 $ 0.224

* Pertod from October 22, 2003 (commencement of operations) to December 31, 2003,

The accompanying notes are an integral part of these financial statements.
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Statement of Investments

Market % of
As ar December 31, 2004 - Cost Value Portfolio
No. of Units  Commercial ! -
89,395  Bell Nordig Income Fund - R $ 1194376 % 1,450,581
57,494 BFl Canada Income Fund 830,413 1,408,028
35,589  CCS Income Fund 866,276 1,563,425
+ 67,865  Chemtrade Logistics lncome Fund 1,129,947 1,377,659
. 109,313 CML Healthcare Income Fund ' 1,244,492 1,459,328
123,378  Custom Direct Income Fund : 1,346,705 - 1,418,847
66,499  Davis + Henderson Income Fund 1,035,273 1,509,527
95,893  Home Equity Income Trust 1,368,457 1,348,256
61,388 Livingston International Income Fund 878,004 1,378,161
59,586  Newalta Income Fund 792,758 1,331,747
' 10,686,701 14,245,859 20.7%
No. of Units  Consumer .
. 130,589  ACS Media Income Fund 1,299,807 1,227,537
T 102,797 Cineplex Galaxy Income Fund 1,052,682 , 1,511,116
- 132,965 Clearwater Seafoods Income Fund 1,511,594 1,167.433
81,992  Connors Bros. Income Fund 1,161,442 1,529.151
+ 88980  Consumers” Waterheater Income Fund 1,130,329 1,336.945
81,072 Energy Savings Income Fund 1,001,649 1,560.636
- 72,98%  Gareway Casinos Income Fund 951,948 1,572,913
1 163,039 Heating Qil Partrers Income Fund 1,855,788 1,165,729
143,464  KCP Income Fund 1,508,021 1,626.882
96,305  Menu Foods [ncome Fund 1,389,411t 1,430.129
112,163 Movie Disteibution Income Fund 1,126,313 1,598,323
136,355  Osprey Media Income Fund . . 1,357,229 1,288.555
103,213 Priszm Canadian Income Fund . . 1,102,315 1,525,488
115,163 ROW Entertainment Income Fund 1,319,532 1,368.136
46,369  Superior Plus Income Fund 1,078,122 1,391,997
113,746  The Brick Group Income Fund 1,137,460 1,587,894
, 138,349  Trinidad Energy Services Income Truse 954,842 1,444,364
107,495  UE Wartcrheater Income Fund 1,158,469 1,413,559
. 105,149  Yellow Pages Income Fund ' 1,233,493 1,418,460
23,330,446 27,185,247 39.4%
No. of Units  Forest Products :
" 182,353 SFK Pulp Fund . 1,279,617 1,322,059
92,866  TimberWest Forest Corp. 1,059,079 1,400,419
2,338,696 1,722,478 3.9%
No. of Units  Manufacturing . ’
110,256  Arctic Glacier Income Fund 1,091,718 1,323,072
128,499  Great Lakes Carbon Income Fund ' 1,247,151 1,387,789
121,253  Hardwoods Distribution Income Fund 1,295,588 1,436,848
332,925 Rogers Sugar Income Fund 1,244,519 1,498,162
161,937  Sun Gro Horticulture [neome Fund 1,216,821 1,319,787
. 86,701  Tree Island Wire Income Fund , 875,239 1,400,221
6,971,036 8,365,879 12.1%
No. of Units ~ Mining !
.. 17,818  Fording Canadian Coal Trust 544,858 1,651,134
i © 69,316  Labrador Iron Ore Royalty lncome Fund 1,147,713 1,521,486
113,541  Noranda Income Fund 1,155,312 1,424,940
) 1,847,883 4,597,620 . 6.7%
No. of Units  Retail ’
51,842  North West Company Fund 1,233,056 1,500,826
59,500  Parkland Income Fund . 1,063,191 1,297,100
69,446  Sleep Country Canada Income Fund 851,957 1,659,065
' 3,148,204 4,456,991 6.5%
" No, of Units  Transportation and Storage .
95,588  Contrans Income Fund . 838,644 1,341,100
68,099  PBB Global Logistics Income Fund 1,295,583 1,157,683
110,813  Transforce Income Fund 943,565 1,687,682
149,217  Versacold Income Fund 1,295,071 1,360,859
143,871  Westshore Terminals Income Fund 968,251 1,801,265 !
5,341,114 7,348,589 10.7%
Total $ 54664080 § 68,922,663 100.0%

The accompanying notes are an integral part of these financial statements.
. [N

1
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Notes to the Financial Statements
December 31, 2004 and 2003

1. OPERATIONS
Business Trust Equal Weighr Income Fund (the “Fund”} is a,closed-end investment trust created under the laws of the Province of Ontario
on September 25, 2003 pursuant to a declaration of trust. The Fund commenced operations on Qctober 22, 2003, Computeeshare Trust
Company of Canada is the Trustee and Brompton Business Trust Management Limited {the “Manager™) is rcsponstble for managing the affairs
of the Fund. The Manager has retained Brompton Capital Advtsors Inc. to acquire the portfolio and to rebalance it on an quarterly basis in
accordancc with the terms of the declaration of trust.

2. SIGNIFICANT ACCOUNTING POLICIES
These financial statements have been prepared in accordance with Canadian generally accepted accounting principles and they include
estimates and assumptions made by management that affect the reported amounts of assets and liabilities at the date of rthese financial
statements and the reported amounts of income and expenses during the period. Actual results could differ from these'estimates.

a) Valuation of Investments
The Fund’s investments are presented at market value. Investments that are publicly traded are valued at their clo;mg price. If a closing
price is not available, then these investments are valued using an average of the latest bid and ask prices. Shortiterm investments are
valued at cost which, when taken together with accrued interest income thereon, is an approximation of their marker value.

b} Investment Transactions and Income Recognition
Investment transactions are recorded on trade dare and any realized gains or losses are recognized using the average cost of the
investments. Interest income is recognized on an accrual basis. Distributions from income funds are recognized on the ex-distribution

date. Net realized gains on sale of investments include ner realized gains or losses from foreign currency changes.

¢) Income Taxes
£ The Fund qualifies as a murual fund trust under the [ncome Tax Act (Canada). Provided the Fund makes distributions in each year of
its net income and net realized capital gains, the Fund will not generally be liable for income tax. It is the 1ntént|0n of the Fund to
distribute all of its net income and net realized capital gains on an'annual basis. Accordingly, no income tax provision has been recorded.

d

Foreign Exchange
The market value of investments and other assets and llabllltles that are denominated in formgn currencies are translated into Canadian
~ dollars at the noon rare of exchange on each valuarion date. Purchases and sales of investments and income derived from investments
are translated at'the rate of exchange prevailing at the time of such transactions.

e} Fair Value of Financial Instruments
The fair value of the Fund’s financial instruments, whlch are composed of cash, distributions receivable, accounts payable and accrued
liabilities and loans payable, approximate their carrying values.

3. UNITS OF THE FUND RS

Authorized
The Fund is authorized to issue an unlimited number of rransferable, redeemable units of beneficial interest, each of which represents an equal,
“undivided interest in the net assets of the Fund. Each unit entitles the holder to one vote and to participate equally w1th respect 1o any and
all distributions made by the Fund. Units may be surrendered for redemption at any time during Cctober of any year, commencing in 2004,
bur at least fifteen business days prior to the second last business day of October (“Redemption Dare”). Redempuon' of surrendered units
will be effected at net asset value on the Redemption Date of Lach year and w1ll be settled on or before the tenth business day in November.

Issued
2004 2003
Number Number
of Units Amount of Units Amount
Units — beginning of year/period 5,154,364 S 48,290,311 — $ —
Settlement of the Fund — — — 10
Initial public offering, net  ~ — 109,053 5,000,000 46,825,000
Exercise of over-allarment option, net — — 150,000 1,421,250
Issued for services {note 5} 22,892 254,793 - 4,364 44,051
Units issued pursuant to distribution reinvestment plan {note 4) 5,456 60,992 — —
Units repurchased pursuant to normal course issuer bid {57,300) (599,942) — —
Units — end of year/period . 5,125,412 § 48,115,207 5,154,364 | $ 48,290,311
* Period frem October 22, 2003 {commencement of operations) to Décember 31, 2003. -~

i
On October 22, 2003, the Fund completed its initial public offering of 5,000,000 units at a price of $10.00 for proceeds, net of agents’ fees and
issuance costs, of $46,825,000.
On October 31, 2003, the Fund complered the issuance of an additional 150,000 units at a price of $10.00 for proceeds, net of agents’ fees, of
$1,421,250. The issuance of these additional units was pursuant to the exercise of the over-allotment option granted to the agents in connection
with the initial public offering.

During the year, the Fund issued 22,892 units to the Manager in respect of its management fee.

The Fund received approval from the Toronto Stock Excharige for a normal course issuer bid for the period from November 7, 2003 through
ro November 6, 2004. Pursuant ro the issuer bid, the Fund coald purchase up ro 510,000 of its units for cancellation when the net asset value
per unit exceeds its trading price. The Fund renewed the issuer;bid for the penod from November 8, 2004 to November 7, 2005, which allows
the Fund to purchase up to 506,000 units. The Fund may only repurchase units when the net asset value per unit exceeds its trading price.

During the year ended December 31, 2004, 57,300 (2003 - nil) units were purchased.
The weighted average number of units outstanding for the year ended December 31, 2004 was 5,125,824 (2003 - 5,131,118}..
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4, DlSTRlBUTIONS%AYABLE TO UNITHOLDERS
_ Distributions, as decla{ed by the Manager, are made on a monthly basis to unitholders of record on the last business day of each month.

"’ The distributions are’payable by the tenth business day of the following month. For the year ended December 31, 2004, the Fund declared

total distributions of $1.129 per unit (2003 - $0.224). Pursuant to the Fund’s distribution reinvestment plan, unitholders may elect
to reinvest monthly distributions in additional units of the Fund which may be issued from treasury or purchased in the open marke: For
the vear ended December 31, 2004, 5,456 (2003 - nil) units were issued fmm treasury by the Fund.

5 MANAGEMENT AND SERVICE FEES

s

Pursuanr:to a management agreement, the Manager provides management and administrative services to the Fund, for which it is pald a
mamge‘ﬁ-:enr fee cqual to (.45% per annum of the net asset value of the Fund plus applicable taxes, The management fcc may be paid in cash
or umts ‘at the option of the Manager. To the extent that units are issued from treasury for this purpose, they will be issued at the net asset
~alue’ per unjt. During 2004, the entire management fee was pald in units. The Manager is responsible for paying fees to Brompton Capital
Adv:sors Inc. The Fund also pays to the Manager a service fee equal o 0.30% per annum of the net asser value of the Fund.
The serwce fee is in turn paid by the Manager to investment dealers in proportion to the number of units held by clients of each 'dealer
at the end of each calendar quarrer. . .

6. INVESTMENT TRANSACTIONS

Investment transactions for the years ended December 31 are as follows:

" ) - 2004 2003

Proceeds from sale of investments $ 21,189,750 $ 33,814
L.css cost of investments sold: ' - .

Investments at cost - beginning of period ) 54,797,940 —

v Investments purchased during the period . 19,446,980 54,821,085

Investments at cost = end of period . {54,664,080) (54,797,940}

Cost of investments sold during the period 19,580,840 23,145

Net realized gain on sale of investments $ 1,608,910 $ 669

Brokerage commissions on investments purchased and sold during the period ended December 31, 2004 amounted to $75,149
(2003 - §153,683).

7‘. LOANS PAYABLE

Pursuant 1o an agreement with a Canadian chartered bank, the Fund has a 364-day revolving credit facility and a rerm credir facility. The
revolving credit facility provides for maximum borrowings of $2.8 million at either the prime rate of interest or the bankers’ acceptance rate
plus a fixed percentage. There were no drawings under chis facilicy ar December 31, 2004. The Fund has borrowed the maximum amount of
$5.4 million under the term credit facility at a fixed rate of 5.34% for five years ending October 23, 2008. The credit facilities are secured
by a first-priority security interest over all of the Fund’s assers.

1 Costs incurred to establish the credit facilities are deferred and amortized over the term of the facilities. For the year ended
December 31, 2004, the Fund has recorded amortization of these costs in the amount of $22,122 (2003 - $3,065).

The credir facilities are used by the Fund for the purchase of additional investments and for general Fund purposes.
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. BROMPTON \

EQUITY SPLIT CORP.

The Fund o
Brompton Equity Split Corp. commenced operations on April 16, 2004 when its Class A and Preferred shares were listed on the
Toronto Stock Exchange, under the symbols BE and BE.PR.A rESpeCthE]y, for gross proceeds of $83.25 million. The net proceeds
were invested in a portfolio consisting primarily of Canadian common shares with a market capitalization of at Ieast $500 millicn
at the time of investment. Highstreer Asset Management Inc., the Company’s portfoho manager, actively manages the portfolio
using its proprietary quantitative methodology of identifying securities with attractive growth, value, quality and risk profllc for
the portfolio. Highstreet also writes covered call options or cash covered put options on a portion of the securities held in 'the
portfolio to generate additional returns when it determines it is in the interest of the Company to do so.

The Company’s investment objectives are to provide the Preferred sharcholders with fixed cumulative preferential quarterly
cash distributions of $0.13125 per Preferred share and to provide the Class A shareholders with regular monthly distributions_
targeted to be $0.10 per Class A share. The Preferred and Class A shares are RRSP, DPSP, RRIF or RESP eligible and do nort'
constitute foreign property for such plans.

Management’s Discussion and Analysis

The following information provides an analysis of the operations and financial position of the Company and it should be read in
conjuncrion with the financial statements and accompanying notes.

We are pleased to report that the Company demonstrated strong performance in its 8': months of operations in 2004 During that
period, the Company paid out $0.328 per Preferred share and $0.85 per Class A share which, when combined with the $0.36 per share
increase in net asset value per share, represents an 8.9% toral return on the Class A shares in 2004.

Distributions :
During the year ended December 31, 2004, the Company distributed $0.85 per Class A share and $0.328 per|Preferred share.
Distributions on the Preferred shares are COI‘nprISEd primarily of dividend income along with capital gains and/or return of capital.
Distributions on the Class A shares will be comprised of a combination of rerurn of capital and capital gains. See the section titled
2004 Tax Information in this Annual Report for informartion on the income tax characteristics of the distributions for 2004,

Investment Portfolio
As of December 31, 2004, the Company’s investments included a total of 46 Canadian common stocks and nine US common
stocks, which provide diversification by issuer and industry. The breakdown of the portfolio is shown in the accompanying pie
chart, and-a detailed listing of the Company’s security holdings is provided in the financial statements.

Net realized and unrealized gains for the year equalled $5 million. The table below provides a breakdown of these gains or
losses by sector.

Net Gains (Losses) by Sector (millions}) " Realized  Unrealized Total
Financials $ 0.1y § 19 3 1.8
Energy & utilities — 1.6 1.6
Mining & forestry 0.6 22 2.8
Communications & m.hnolu;,y (1.3) .1 - (0.2}
Consumer & miscellaneous (1.1) 0.1 (1.0}
Total for the period 11.9) 6.9 5.0

Cumulative gains, beginning of period —

o
ol
L
wy
<

Cumulative gains (losses}, end of period $ (1.9, §

56 BroMPTON FUNDS ANNUAL REPORT 2004 — BrOMPTON EQUITY SPLIT CORP.

-

.
L

P
-

é




A
i Net-Asset Value
- Durmg the year ended December 31, 2004, the net asset value of the Class A Net Asset Value Since Inception
. Sharcs increased by $0.36 or 2.6% to $14 05 per unit, broken down as
N /follows:
-q / . , $15.00
i \ / - Per Unit 1400 -
‘ « Netinvestment loss $  0.29) )
! i Net realized loss on investments and options {0.57) $13.00
’ Net realized loss on foreign currency transactions . {0.02)
Net change in unrealized gain on investments 2.08 $12.00
: Results of operations . 1.20 ) '
; . Less: distributions on Class A shares {0.85) $11.00
; Capital rransactions 0.01 Apr 04 July 04 Oce 04 Diec 04
Increase in net asset value $ 0.36
s qumdlty

To provide llqmdlty, shares of the Company are listed on the TSX under the symbols BE for the Class A shares and BE.PR.A for
the Preferred shares. In addition, on an annual basis, in April of each year, holders of Preferred and Class A shares may request
that the Company retract an equal number of Class A shares and Preferred shares at a price equal to the net asset value per unit
of Class A and Prg:ferred shares.

- TeRgRee |

. Management Expense Ratio
The Company has 4 low management fee for an actively managed fund of 1.0% of net asset value per annum. Combined with the
0.40% service -fee that is paid to the investment dealers and the general and administrative expenses of the Company, the
management expense ratio for 2004 was 1.64% based on net assets.

Risk Analysis
‘The Fund is subject to a number of risks and uncertainties which are discussed on page 95 of this report. Unitholders are encouraged
to review these risks.

Outlook

The Canadian equity markets have continued to appreciate through to the time of wrmng While we believe in the long-term
fundamentals of the equity markets and the investing skills of our portfolic manager, investors are caurioned that ner asset values
will fluctuate over ume. The Company pays out distributions and expenses which in aggregate exceed its dividend revenue and
therefore relies on future capital appreciation in the portfolio and, to a lesser extent, revenue from writing options, to maintain
distributions.

Portfolio Manager’s Report

Portfolio Results
The investment results of the Brompton Equity Split Corp. have been favourable. The portfolio return was 7.7% from Aprll 16, 2004
{(inception date) to December 31, 2004.

To December 31, 2004, the Canadian equity pertfolio (approximately 91% of the rotal portfolio) was up 9.3% versus 7.8%
for the TSX Composite Index. The performance of the US equity portfolio contributed less but still offered important diversification
benefits. Both portfolios did well during the first two months of 2003. The Canadian portfolio was up 4.9% versus 4.8% for the TSX.
The US equity portfolio was up 7.2% in Canadian dollar terms versus 1.9% for the S&P 500 over the same two month period.

Canadian Portfolio . :
Highstreet's strategy for the management of the Canadian portfolio is to have better earnings growth (Growth), more attractive
valuations {Value}, above average quality (Quality), and market-like risk (Risk). :

Our quantitative process is founded on building a portfolio that always has these characteristics,

Growth. We believe that earnings growth drives stock prices. Companies that are growing their earnings at a faster rate than the
_market are likely to be rewarded with a stock price that appreciates faster than the market. Since the inception of the Brompton
Equity Split Corp. we have continuously maintained an earnings growth rate in excess of the TSX. The Canadian equity partfolio
ended the year with a 13.3% earnings growth rate versus 7.8% for the TSX. Earnings growth has been maintained at a relatively
strong level throughour 2004. Although growth has moderated slightly since the summer, it remains strong due to contributions
from the energy and the materials sectors.

Value. We do not overpay for earnings growth. We maintain a P/E ratio that is lower than the TSX. Since April 2004 the portfolio
has had a lower valuation profile than the market. At the end of December the price to earnings ratio of the portfolio was 12.8 times
versus 14.5 times for the TSX:
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™
Quality. We construct a quality portfelio — a portfolio with sustainable carnings growth. To achieve 'rhis goal, we focus on each
company’s reinvestment rate because it is a strong indicator of future earnings growth. The reinvestment rates of the portfolioand //

the TSX have been increasing since the inception of the portfoho At the end of December, the reinvestment rate for the portfolio
was 14.2% versus 12.3% for the TSX.

Risk. Our goal is that the risk profile of the portfolio remains within 80% and 120% of the TSX’s volatility. Since the portfolio’s
inception, this has been the case and ar the end of 2004, the portfolio’s volatility was 115% of the volatlity of the TSX.

Overall, the Canadian equity portfolio has been managed according to Highstreet’s strategy. N

Enhancement Strategies
US Equities. We have invested 9% of the total portfolio in the US equity market. The US portfolio has|an attractive growth, value
and quality profile and complements the Canadian portfolio. As well, it lowers the overall risk level of the Fund.

"Options. For the first time since the inception of the fund, we sold call options during the fourth quarter. The call oprion strategy
provides the portfolio with additional income from option premiums. Although volatility levels are re Iatlvely low, we believe the
opportunity to add value with call options is available.

HMIGHSTREET

ABSET MANAGEMENT INC.
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Management’s Responsibility Statement

The financial statements of Brompton Equity Split Corp. (the “Company”) have been prepared and approved by the Board of
Directors of the Company. The Company is responsible for the information and representations contained in these financial
statements and the other sections of the Annual Report.

The Company maintains appropriate procedures to ensure that relevant and reliable financial information is produced.
Statements have been prepared in accordance with accounting principles generally accepted in Canada and include certain amounts
that are based on estimates and judgements. The significant accounting policies applicable to the Company are described in Note 2
to the financial statements,

The Board of Directors of the Company is responsible for ensuring that management fulfills its responsibilities for financial
reporting and has reviewed and approved these financial statements. The Board carries our this responsibility through the Audit !
Committee, which is comprised of unrelated directors of the Board.

The Company, with the approval of its Board of Directors, has appointed the external firm of PricewaterhouseCoopers LLP '
as the auditor of the Company. They have audited the financial statements of the Fund in accordance with Canadian generally
accepted auditing standards to enable them ro express to unitholders their opinion on the financial statements. The auditors have
fult and unrestricted access to the Audit Committee to discuss their findings.

Raymoﬁd R. Pether - Mark A. Caranci .
Chief Executive Officer Chief Financial Officer
Brompron Equity Split Corp. Brompton Equaty Split Corp.

February 1, 2005

Auditors’ Report

To the Sharcholders of Brompton Equity Split Corp.:

We have audited the statement of investments of Brompton Equity Split Corp. (the “Company”) as at December 31, 2004 and
the statement of net assets as at December 31, 2004 and the statements of operations, changes in net assets and cash ﬂows for the
period from April 16, 2004 (date of commencement of operations) to December 31, 2004. These financial statements are the:
responsibility of management of the Fund's Manager. Our responsibility is to express an opinion on these financial statements
based on our audit. .

We conducted our audit in accardance with Canadian generally accepted auditing standards. Those standards require thar we
plan and perform an audit ro obrain reasonable assurance whether the financial statements are free of material misstatement. An
audit includes cxamining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and 51gmf1canr estimates made by management, as well as evaluaring the

overall financial statement presentation,
!

In our opinion, these financial statements present fairly, in all material respects, the financial position of the Fund as at
December 31, 2004 and the results of its operations, the changes in its net assets and its cash flows for the period from April 16, 2004
{date of commencement of operations) to December 31, 2004 in accordance with Canadian generally accepted accounting principles.

%LMMMW (L7

PricewaterhouseCoopers LLP
Chartéred Accountants
Toronto, Ontaric 4
February 1, 2005
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Statement of Financial Position

As at December 31

2004

Assets
Investments, at market value (cost — $72,697,967)

§ 79,607,767

Cash and short-term investments 899,632
Dividends and interest receivable 211,939
Total assets N 80,719,338
Liabilities

Accounts payable and accrued liabilities 148,114
Distributions payable to shareholders {note 5) 475,521
Preferred shares (note 4} 33,300,000
Total liabilities 33,923,635
Sharcholders’ equity

Class ] shares (note 3) 100
Class A shares {note 3) 45,646,020
Retained earnings 1,149,583
Total shareholders’ cquity 46,795,703

Liabilities and shareholders’ equity

$ 80,719,338

Units outstanding (note 3) 3,330,000
Net asset value per unit $ 24.05
Net asset value per Preferred share $ 10.00
Net asset value per Class A share s 14.05
Approved by the Board of Directors of Brompton Equity Split Corp.
Peter A. Braaten ) James W. Davie
Director Director
Statement of Operations and Retained Earnings
For the period from April 16 {commencement of operations) to December 31 2004
Income
Dividends {ner of withholding taxes of $21,167) $ 1,167,267
Interest 21,461
1,189,728
Expenses
Management fee (note 6) 576,377
Service fee (note 6) 124,973
General and administrative 222,236
923,586
Net investment income before distributions 266,142
Distributions on Preferred shares (note 5) {1,235,193)
Net investment loss (969,051)
Net realized loss on investments and options {note 7) (1,885,221)
Net realized loss on foreign curvency transactions (75,442)
Net change in unrealized gain on investments, oprions and foreign currencies 6,909,797

Results of operations

§ 3,980,083

Retained earnings — beginning of period
Distributions on Class A shares {note §)

(2,830,500)

Retained earnings — end of period

§ 1,149,583

Results of operations per Class A share

$ 1.20

The accomparnying notes are an integral part of these financial statements.
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Statement of Cash Flows ¢

For the period from April 16 (commencement of operations) to December 31

2004

Cash flows from operating activities:

Results of operations

Adjustments to reconcile net cash provided by (used in) operations:
Net realized loss on investments and options {note 7)
Net change in unrealized gain on investments and options
Increase in dividends and interest receivable
Increase in distributions payable
Increase in accounts payable and accrued liabilities
Purchase of investments and options {note 7)
Proceeds from sale of investments and options {note 7)

$ 3,980,083

1,885,221
{6,909,800)
(211,939}
142,521
148,114
(103,347,958)
28,764,770

Cash used in operating activities

(75,548,988)

Cash flows from financing activities:
Proceeds from issuance of Class ] shares
+ Proceeds from issuance of Class A shares, net
Proceeds from issuance of Preferred shares
Distributions paid to Class A shareholders (note )

100
45,646,020
33,300,000

(2,497,500)

Cash provided by financing activities

76,448,620

Net increase in cash and short-term investments - .

899,632

Cash and short-term investmenis, beginning of period

Cash and short-term investments, end of period

5 899,632

Statement of Changes in Net Assets

For the period from April 16 {(commencement of operations) to December 31

2004

Shareholders’ equity — beginning of period

Operations:
Results of eperattons

Sharcholder transactions:
Proceeds from issuance of Class A shares, net (nore 3)
Proceeds from issuance of Class ] shares (note 3)
Distributions to shareholders (note 5)

S —

3,980,083

45,646,020
100
{2,830,500)

Net increase in shareholders’ equity

42,815,620

Sharcholders’ equity - end of period

$ 46,795,703

The accompanying notes are an integral part of these financial statements.
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1
Statement of Investments
. Market % of
As at December 31, 2004 ' Cost Value Portfolio
No. of Shares  Financials
100,600  Bank of Nova Scotia : ’ $ 3,660,605 & | 4094420
62,750  Manulife Financial Corporation 3,214,301 3,476,350
53400  Bank of Montreal ‘ - 2,883,380 3,084,384
61,300  Toronto Dominion Bank 2801214 - 3,060,096
41,900  Canadian Imperial Bank of Commerce 2,868,361 3,026,437
46,700 Royal Bank of Canada 2,957,044 3,000,475
50,000 Sun Life Financial Inc. ' 1,830,500 2,007,500
49,300 Grear-West Lifeco Inc, 1,282,232} 1,316.310
38,700 Power Corporation of Canada i 1,073,480 1,199,700
60,300  CI Fund Management [nc. 938,039 1,086,003
21,500  National Bank of Canada 992,225 1,065,540
25,600 Power Financial Corporation 731,036 818,944
11,200 ° Wachovia Corporation 690,028 705,854
11,300  Cirigroup Inc. 760,665 652,314
11,200  Industrial Alliance Insurance and Financial Services Inc. ) . 605,248 615,888 .
27,288,398 29,210,215 36.7%
B No. of Shares  Energy & Utilitics ] '
48,200  Encana Corporation . 2,840,996 3,296,880
44,500 Suncor Energy Inc. ) ‘ . 1,646,728 1,886,800
32,900  Canadian Natural Resources Limited 1,331,503 1,686,125
42,500  Husky Energy Inc. 1,172,792 © | 1,455,625
47,300  TransCanada Corporation ! 1,301,516 1,409,540
42,900  Talisman Energy Inc. . 1,295,105 1,387,815
17,300  Precision Drilling Corporation . . 1,142,492 1,306,496
23,600  Nexen Inc. 1,322,308 1,149,320
11,300 Occidental Petroleum Corporation 781,897 790,142 ,
11,200 ChevronTexaco Corp, 724,706 704,646
25,800 Ensign Resource Service Group Inc. 605,820 647 322 | .
14,165,863 15,720,711 19.7%
No. of Shares  Mining 8¢ Forestry
36,400 .. Alcan Inc. - 2,169,471 2,140,320
20,700  Potash Corporation of Saskatchewan Inc. . 1,227,107 2,064,325
30,608  Ipsco Inc. 822,699 1,753,686
40,703  Teck Cominco Limited B 924,588 1,502,644
41,700  Falconbridge Limired 1,364,007 1,296,870
24,300  Dofasce Inc. . 914,552 1,103,220
24,100 Iaco Limited : 1,087,874 1,060,400
103,800  Kinross Gold Corporation 1,028,762 877,110
48,900  Canfer Corperation 737.901 . 765,285
38,500 - Agnico-Eagle Mines Limited 685,011 636,020
10,966,972 13,200,380 16.6%
No. of Shares  Communications & Technology * '
88,900 BCE Inc. . 2,484,364 2,570,988
22,000  Research in Motion Limited 1,528,148 2,173,160
45,800 TELUS Corporation 1,278,222 1,658,876
6,100  International Business Machines Corporation 756,067 | 720,493
, ’ 6,046,801 7.123,517 9.0%
Nao. of Shares Consumer & Miscellancous .
32,900  Canadian National Railway Company 1,961,822 2,404,003
26,300  Canadian Tire Corporation, Limited . 1,162,102 1,478,323
23000  Nova Chemicals Corporation 938,899 1,304,100
29,400  Rona Inc. 878,766 199,520
10,500  Magna International Inc. 1,167,109 ,034,985
48,200 QLT Inc. 1,801,730 926,886
57,600  Extendicare Inc 893,287 889,920
23,900  Alimentation Couche-Tard Inc. : . 721,300 848,450
13,600  The Dow Chemical Company 761,070 806,757
10,000 Altria Group, Inc. 762,763 732,070
34,800  Agrium Inc. 707432 704,700
6,700  3M Company 759,249 658,826
5,300  George Weston Limited © 601,195 581,463
15,100 Pfizer Inc. T 761,970 436,496
27,900  TLC Vision Corporation 402,884 351,540
14,282,578 14,408,039 . 18.1%
No. of Contracts Call Options Written " ) j
{30)  Altria Group, Inc., January 2005 @ 360 (12,183) {13,779)
{33)  3M Company, January 2005 @ $80 {8,416} {11,664}
{37} Citgroup Inc., January 2005 @ §48 (4,424} (7.854)
{68)  The Dow Chemical Company, January 2005 @ $50 (8,126} 6,192)
{56) ChevronTexaco Corp., January 2005 @ 353 {6,416} {6,039}
{31) . International Business Machines Corporation, January 2005 @ $100 (3,705} {4,271)
{55)  Occidental Perroleum Corporation, January 2005 @ $60 {7.583) {3,954}
{112)  Wachovia Corporation, January 2005 @ $55 ' ' {1,792} (1,342}
! {32,645} 1{55,095) 10.1}%
Total .$ 72,697,967 § 79:607,767 100.0%
The accompanying notes are an integral part of these financial statements. ,
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Notes to the Financial Statements
December 31, 2004

1. OPERATIONS

Brompron Equity Split Corp. {the “Company”} is 2 murual fund corporation established under the laws of the Province of Ontario on
February 13, 2004. Brompton Equity Splic Management Limited (the “Manager”) is responsible for managing the affairs of the Company.
Highstreer Asser Management Inc. manages the Company’s portfolio. The Company commenccd operations on April 16, 2004.

2. SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in accordance with Canadian generally accepted accounnng principles and they include
estimates and assumptions made by management that affect the reported amounts of assets and liabilities at the date of these financial
statements and the reported amounts of income and expenses during the period. Actual results could dlffer from these estimates. .

a) Valuation of Investments
The Company’s investments are presented at market value. Investments that are publicly waded are valued ar their closing price.
If a closing price is not available, then these investments are valued using an average of the latest bid and ask prices. Short-term
investments are valued at cost which, when taken rogether with accrued interest income thereon, is an approximation of their marker
value. Listed options are valued at market values as reported on recognized exchanges.

b

—

lnvestment Transactions and Income Recognition

Investment transactions are recorded on trade date and any reahzed gams or losses are recognized using the average cost of the
investments. Interest income is recognized on an accrual basis. Dividend income is recognized on the ex-dividend date. Net realized
gains (losses) on investments include net realized gains or losses from foreign currency changes. '

Option premiums paid or received by the Company are, so long as the options are ourstanding, reflected as an asset or liability,
respectively, in the Statement of Investments and are valued ar an amount equal ro the current market value of an option that would
have the effect of closing the position. Any difference resulting from revaluation is rreated as an unrealized gain (loss) in the value of
the portfolio. Gains or losses realized upon expirarion, repurchase or exercise of the options are included in net realized gain (loss) on
investments and options. .

¢} Income Taxes .
The Company is a murval fund corporation as defined in the Income Tax Act (Canada} (“the Act™) and is subject to tax in respect of
its net realized capital gains. This tax is refundable in certain circumstances. Also, the Company is generally subject to tax
of 33'4% under Parr IV of the Act on taxable dividends received in the year. This tax is fully refundable upon payment of sufficient
dividends..

The Company is also a financial mtermedlary corporation as defmed in the Act and, as such, is not subject to tax under
Part IV.1 of the Act on dividends received nor is it generally liable to tax under Part [V.1 on dividends paid by the Company.

- ' Given the investment and dividend pohcy of the Company and taking into account the deduction of expenses and taxable dividends
on shares of taxable Canadian corporations, the Company does not expect to be subject to any apprecnable amount of non-refundable
Canadian income tax. Accordingly, no income tax provision has been recorded.

d

Foreign Exchange

The market value of investments and other assets and liabilities that are denominated in foreign currencies are translared into Canadian
dollars at the noon rate of exchange on each valvation date. Purchases and sales of investments and income derived from investments
are translated at the rate of exchange prcvmlmg at zhc time of such transactions.

e) Falr Value of Financial Instruments
The fair value of the Company’s financial instruments, which are composed of cash and short-term investments, dividends and interest
receivable, accounts payable and accrued liabilities, approximates their carrying value.

3, SHARE CAPITAL
Class ] Shares
The Company is authorized to issue an unhmucd number of Class ] shares.

On February 19, 2004, the Company issued 100 Class J shares to a trust for cash consideration of $100. As of December 31, 2004, 100
Class ] shares are outstandmg

Class shares are not entitled to receive dividends but are entitled to one vote per share. The Class ] shares are redeemable and retractable
at a price of $1.00 per share. The Class ] shares rank subsequent 10 both the Preferred shares and the Class A shares with respect to distributions
on the d:ssolunon hqundanon or winding-up of the Company.

N

Class A 'Shares ,
Authorized
The Company is authorized to issue an unlimited number of Class A shares.
Issued '
) 2004
N Number of Shares Amount
Class A shares — beginning of period . : — S e
Initial public offering ' ) 3,200,000 43,837,395
Exercise of over-allotment option ' 130,000 1,808,625
Class A shares — end of period 3,330,000 § 45,646,020
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On April 16, 2004, the Company completed its initial public offering of 3,200,000 Class A shares at a price of $15:00 per share for proceeds,
net of agents’ fees and issuance costs, of $43,837,395,

On April 28, 2004, the Company completed the issuance of an additicnal 130,000 Class A shares at a price of $15.00 per share for-proceeds,
net of agents’ fees, of $1,808,625. The issuance of these additional shares was pursuant ro the exercise of the over-allorment option granted
to the agents in connection with the initial public offering,

The weighted average number of Class A shares outstanding for the period ended December 31, 2004 was 3,324,000.

The Company intends to pay monthly, non-cumulative distributions to the holders of Class A shares. No disiributions will be paid on
Class A shares if {i) distributions payable on the Preferred shares are in arrears or {ii) after the payment of the distributions by the Company,
the net asset value (“NAV”} per unit would be less than $15.00. A unit means a notional unit consisting of one Preferred share and one Class
A share. The Class A shares rank subsequent to the Preferred shares but in priority to the Class | shares with respect to the payment of
distributions and the repayment of capital on the dissolution, liquidation or winding-up of the Company. Each Class A share is entitled to
ong vote,

All Class A shares outstanding on May 31, 2011 will be redeemed by thc Company on that date. The redemption price payable by the
Company for a Class A share on that date w1ll be equal to the greater of (i} the NAV per unit less $10.00, and (ii) hil.

Class A shares may be surrendered at any time for retraction by the Company but ar least ten business days prior 1o the second last business
day of a month {“Retraction Date™}. Holders of Class A shares whose Class A shares are surrendered for retraction will be entitled to receive
a price per Class A share equal to 96% of the difference between (i} the NAV per unit determined as of the second last business day of the
month (“Retraction Date™), and (ii} the cost to the Company of the purchase of a Preferred share for cancellation. !F the NAV per unit is less
than $10.00, plus any accrued and unpaid distributions on a Preferred share, the retraction price of a Class A share will be ail.

A holder of Class A shares may concurrently retract an equal number of Class A and Preferred shares on the !Apnl Rerraction Date of
each year, commencing on the April 2005 Retracrion Dare, at a price per unit equal to the NAV per unit on that darc The Class A shares and
the Preferred shares must both be surrendered for retraction at least ten business days prior to the April Retraction Date,

4. PREFERRED SHARES

Authorized
The Company is authorized to issue an unlimited number of Preferred shares.

Issued
2004
Number of Shares Amount
Preferred shares - beginning of period |— s —
Initial public offering 3,200,000 32,000,000
Exercise of over-allotment option 130,000 1,300,000
Preferred shares - end of pericd 3,330,000 § 33,300,000

On April 16, 2004, the Company completed its initial public offering of 3,200,000 Preferred shares at a priceI of $10.00 per share for
proceeds of $32,000,000.

On April 28, 2004, the Company completed the issuance of an additional 130,000 Preferred shares at a price|of $10.00 per share for
proceeds of $1,300,000. The issuance of these additional shares was pursuant to the exercise of the over-allotment option.

Holders of Preferred shares are entitled to receive fixed, cumulative preferential quarterly cash distributions|of $0.13125 per share.
The Preferred shares rank in priority to the Class A shares with respect to the payment of distributions and the repayment of capital on the
dissolution, liquidarion, or winding up of the Company. Each Preferred share is entitled to one vote.

All Preferred shares outstanding on May 31, 2011 will be redeemed by the Company on that date. The redemption price payable by the
Company for a Preferred share will be equal to the lesser of (i) $10.00 plus any accrued and unpaid distributions thereon and (ii) the NAV
of the Company on that date divided by the number of Preferred shares then cutstanding.

Preferred shares may be surrendered at any time for retraction by the Company but at least ren business days prior 10 the sccond last business
day of a month (“Retraction Date™). Shareholders whose Preferred shares are retracted will be entitled to receive alprice per share equal to
96% of the lesser of {i) the NAV per unit determined as of the relevant Retraction Date less the cost 1o the Company of the purchase of a Class
A share for cancellation, and (i) $10.00. The cost of the purchase of a Class A sharc will include the |purchase price of the
Class A share, commission and other costs, if any, relared to the liquidation of any portion of the portfolio required to fund such purchase.

A holder of Preferred shares may also concurrently retract an equal number of Preferred shares and Class A shares on the April Rerraction
Date of each year, commencing on the April 2005 Retraction Date, at 2 price per unit equal to the NAV per unit on rhat date. The Preferred
shares and Class A shares must both be surrendered for retraction at least ten business days prior to the April Retralcnon Date.

The Preferred shares have been presented as financial liabilicies in rhe financial statements in accordance with Section 3860 of the
CICA Handbook.

5. DISTRIBUTIONS TO SHAREHOLDERS

Distributicns, as declared by the Manager, are made on a quarterly basis on the Preferred shares and on a monthly basis on the Class A shares.
Distributions are payable no later than the tenth business day of the following month.

For the period ended December 31, 2004, the Company declared distributions of $0.32813 per Preferred share and $0.85 per
Class A share. )
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6. MANAGEMENT AND SERVICE FEES

Pursuant to a management agreement, the Manager provides management and administrative services 1o the Company, for which it is paid
a management fee equal to 1.00% per annum of the net asser value of the Company, plus applicable taxes. The Manager is responsible for
paying fees 1o Highstreet Asset Management Inc., the portfolic manager for the Company. These fees are calculated and payable monthly.
The Company also pays to the Manager a service fee equal to 0.40% per annum of rhe net asset value of the Class A shares. The service fee is
in turn paid by the Manager 1o investment dealers in proportion to the number of shares held by clients of each dealer at the end of each
calendar quarter.

7. INVESTMENT TRANSACTIONS !

[nvestment transactions for the period from April 16 to December 31 were as follows:

. 2004
Proceeds from sale of investments and options $ 28,764,770
Less cost of investments sold:

Investments at cost — beginning of period , : _

Investments and options purchased during the period 103,347,958

Investments at cost — end of period (72,697,967)
Cost of investments sold during the period 30,649,991
‘Net realized loss on investments and options . : $ (1,885,221)

‘Brokerage commissions on investments purchased and sold during the period ended December 31, 2004 amounted to $170,026.
3
{8. INCOME TAXES ’
2004
" Future income zax assets: . .

Losses carried farward $ 1,086,087

Share issue expenses 1,528,429

Premiums received on written options 11,350

+ Future income tax assets . . 2,625,866
Future income tax liability:

Dividends receivable K _ $ 84,780
Future income tax liability ' 84,780
Less: valuation allowance . 2,541,086}
Net future income taxes : 3 —_

As at December 31, 2004, the Company has non-capital and capital loss carry-forwards for income tax purposes of $1,555,891
(expiry = 2014) and $962,863, respectively.

Vo

¢
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Flaherty & Crumrine

e INVESTMENT GRADE
otz PREFERRED FUND

Flaherty & Crumrine Investment Grade Preferred Fund commenced operations on May 17, 2004 when it was hsted on the Toronto
Stock Exchange under the symbol FAC.UN and issued 7 million units at $25 per unit for gross proceeds 'of $175 million. An
additional 0.4 million units were issued on May 27, 2004 bringing the total gross proceeds from the offering to $183 million.

The Fund

The Fund invests in a portfolio of hybrid preferred securities and various debt instruments of North American issuers with a focus
on hybrid preferred securities. All securities purchased by the Fund are rated investment grade at the time of investment. The units
of the Fund have received a rating of P-2{low)f by Standard & Poor’s. Substantially all of the US dollar forcigh exchange exposure
of the Fund’s portfoho is hedged to the Canadian dollar ar all times. Also, under normal market condition, 100% of the portfollo
will be hedged using the “safety net hedge” strategy, which is intended to mitigate the tmpact of s:gmﬁcant interest rate increases
on the nert asset value of the portfolio, while permitting it to benefir from declines in interest rate.

The Fund is managed by Brompton Preferred Management Limited and the portfolio is actively managed by Flaherty & Crumrine
Incorporated, which is headquartered in Pasadena, California.
The Fund’s investment objectives are ro provide unitholders with a stable stream of monthly dlsmbunons equal to $1.75 per
annum; to mirtigate the impact of significant interest rate increases on the value of the portfolio through the use of the “safety net
hedge” and to preserve the net asset value per unit.

Management’s Discussion and Analysis

The following information provides an analysis of the operations and financial position of the Fund and ir should be read in
conjunction with the financial statements and accompanying notes. )

Distributions
Beginning in June 2004, the Fund declared its first monthly distribution of $0.14583 per unit. The Fund declared totai distributions
of $1.02081 per unit for the period since inception to December 31, 2004, See the section titled 2004 Tax 'Information in this
Annual Report for information on the income rax characteristics of the distributions for 2004.

The Fund also has a distribution reinvestment plan which allows participating unitholders to automatically reinvest monthly
distributions in additional units of the Fund. During 2004, a total of 416 units were issued out of treasury at'an average price of
$24.67 per unit.

Investment Portfolio
As of December 31, 2004, the Fund’s investments included a total of 65 hybrid preferred securities and 18 debt securities which
are diversified by issuer and industry. All of the securities of the Fund are rated investment grade by at least. one rating agency.
92.7% of the portfolio is invested in the bankmb, finance, insurance and utilities sectors, industries thar are sub]ect to reg,ulaton
oversight. The breakdown of the pertfolio is shown in the accompanying pie chart, and a detailed listing of 'the Fund’s security
holdings is provided in the financial statements.

Portfolio Mix

Banking 42%
Financial 11%
Insurance 17%
Utilities 23%
Telecommunications 4%
Miscellaneous 3%
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Net Asset Value f
During the pericd ended December 31, 2004, the net asset value per unit of the Fund Net Asset Value Since Inception
increased by $0.97 per unit or 4.1% to $24.52 per unit, broken down as follows:

. $25.00
Per Unit
Net invesemene income : $ 0.76 $24.50
Nex realized loss on investments, options and foreign currency transactions {0.80)
Net realized gain on forward contracts 093 $24.00
Net change in unrealized loss on investments, '
options and foreign currency transactions (1.50)
Net change in unrealized gain on forward contracts 2.61 $23.50
Results of operations 2.00 $23.00
,Capirat transactions (0.01) May 04 Jul 04 Oer 04 Dec 04
Less: distributions (1.02) -
Increase in net asset value g 0.97

Hedgmg
The Fund’s portfolio is comprlbcd of securities denominated in US dollars. The Fund hedges its foreign currency exposure in two
ways: by borrowing in US dollars and by entering into foreign currency forward contracts. Following the initial public offering,
. the Fund entered into three forward{contracts hedging approximately 75% of the portfolio’s US dollar exposure. The remaining
. 25% of the Fund’s portfolio is hedged by its US dollar borrowings. On a regular basis, the total notional amount of these forwards
is adjusted to match the Fund’s net US dollar exposure. During the period from May 17, 2004 to December 31, 2004 the Canadian
dollar appreciated -by 6.7% versus the US dollar, resulting in significant unrealized and realized gains on the Fund’s forward
contracts. These gains offset foreign exchange losses on the Fund’s US dollar assets. In addition, the Fund has entered into currency
forwards which represent approximately the Fund’s foreign exchange exposure for 12 months of distributions.

During the peried ended December 31, 2004, the Fund implemented the safery net hedge, using various put options on US Treasur)
bond futures. Losses of $2.3 million were realized on the sale and expiration of options during the period from May 17, 2004 to
December 31, 2004 and the Fund had unrealized losses of $0.6 million on the pur options and unrealized losses in the investment
portfolm (excludmg options), which at December 31, 2004 amounted to $10.8 million.

When long-term interest rates decline, we expect to lose money on the Fund’s safety nert hedge, “h1le earning extra returns on
~ the preferred securities in the portfolio. Since the hedge is constructed primarily by purchasing put options on US Treasury bond
furures, the Fund’s loss on the hedge is limited to the cost of the puts. Typically, it takes only a 10-15 basis point rally in preferred

" yields to overcome the cost of hedging.

. It is important to remember that the safety net hedge will not perfectly protect the Fund against increases in interest rates. To
reduce the ongoing cost of hedging, the hedge is typically structured so that unitholders bear some initial risk to their net asset
valug ‘as interest rates increase. In addition, the Fund's preferred securities may not track perfectly with the hedge instrument as
interest rates change. However, even if the hedge results are less than perfect, any gains realized on the hedge may permir the Fund
to increase its distribution rate if interest rates rise significantly.

Liquidity and Capital Resources

As of December 31, 2004, the Fund had borrowings of $50.0 million (US$41.7 million) under its revolving credir facility, which
represented 21.4% of total assets. These borrowings are on a floating rate basis priced against LIBOR. The borrowmg,s have been
used to invest in additional portfolio investments to enhance the distributions paid-by the Fund.

. To provide lquidity, the Fund’s units are listed on the TSX under the symbol FAC.UN. The Fund’s normai course issuer bid
allows it to purchase its units on the TSX when they trade below net asset value. As a result, purchases under the issuer bid are
accretive to the net asset value of the Fund. No units were purchased during the period ended December 31, 2004,

; Unitholders may also redeem units of the Fund on the second last business day of May of each year ar the rhen current net
asset value, commencing in May 2005.

1
Management Expense Ratio
The Fund has a low management fee for an actively managed fund of 1.00% of net asset value per annum. Combined with the
0.30% service fee that is paid to investment dealers and the general and administrative expenses of the Fund, the management
expense ratio for 2004 was 1.53% based on net assets and 1.15% based on total assets.

RlSk Analysis
The Fund is subject to a number of risks and uncertainties which are discussed on page 95 of this report, Unitholders are encouraged
to review these risks.

Outlook
Since year end to the time of writing, the Fund’s net asset value has appreciared 4.2% aided by favourable movements in iong-term

. interest rates. While we believe in the long rerm fundamentals of the investment strategy and the skill'of our portfolio manager, .
investors are cautioned that net asset values will fluctuate over time, particularly with movements in long term interest rates.
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Portfolio Manager’s Report

. December 31, 2004 completes the first (partial) year for the Flaherty & Crumrine Investment Grade [’referred Fund (FAC.UN). In
the months followmg the Fund’s inception on May 17, 2004, proceeds from both the initial public offenn;, of units and loans
constituting the leverage of the Fund were invested pr1mar|]y in preferred securities, allocated to various industry groups in line
with our expectations.

Although yields on long-term US fixed income securities in which FACUN invests declined almost continuously during the
Fund’s inttial investment peried and could have rhreatened its initial dividend rate, the purchase in May of lofig-term US Treasury
bonds served to lock-in existing market yields and allowed patience in the purchase of the most arrractive preferred securities for
the Fund. As a result, the initial monthly distribution was paid to unitholders of record on June 30, 2004 at an annual rate of §1. 75,
equating to the anticipated yield of 7.00% based upon the initial issue price of $25. Distributions were continued art this rate for
the balance of 2004 and the first quarter of 2005. .

The investment results of FAC.UN have been favourable. During the fourth quarter ending December 31, 2004, the Fund
produced a +2.2% toral return on net asset value (“NAV”) Since inception of the Fund, the total return on NAV has been +8.45%.
The preferred securities in the portfolio produced respectable returns as long-term interest rates fell and crcdlt spreads generally
narrowed since May. Of course, the Fund’s results would have improved without unitholders incurring the cost of hedging against
higher interest rates, which turned out to be unnecessary as rates declined since FAC.UN's inception. Howcvrlar, please remember
our philosophy that even if the hedge isn't perfect, it’s better to have the bedge in place and not need it rhan to need the hedge

insurance and not have it at allf Consequently, we never,try to\“time” the hedge; it’s in place 100% of the tlmlc

For investors in US dollar denominated fixed income securities, the past year turned out to be one of the more perplexing
periods in recent memory, Signs of a pick-up in US econdmic activity were tempered by high oil (and other conllrnodity) prices, the
declining value of the US dollar, and the “twin deficits” (of the federal government budget and the trade balancc} in the US.

After 3': years of lowering short-term interest rates, the US Federal Reserve reversed course in June and began raising them.
By.the end of 2004, the Federal Funds rate (the rate controlled by the Federal Reserve to set the level of shortiterm interest rates)
stood at 2.25%, up from the low of 1.00% (followed by a further increase of 0.25% so far this year). Despite the rise in short-term
rates, long-term US Treasury vields actually fell by abour 0.25% during 2004, finishing the year at 4. 82% and declined an
addmonal 0.35% since December 31. This marks the first time in more than 30 years that long-tem interest rates fell in the early
stages of a Federal Reserve tightening.

~

By increasing the Federal Funds rate, the Federal Reserve hopes 1o prevent the US economy from expanding too quickly, which
in turn could result in an undesirable increase in the rate of inflation. At the same time, the Federal Reserve doés not want to raise
rates too quickly and derail the economy, which in turn would have negative consequences for corporate credit qualiry Because
credit quality and inflation represent the biggest risks to the prices of the long-term fixed income securiries held in the Fund’s
portfolio, FAC.UN's performance is strongly impacted by Federal Reserve policy.

Although the interest rate environment proved challenging for our hedging strategy, the markert for preferred securities
continues to have a favourable tone. We have observed steady improvement in the financial condition of most US corporatrons for some
time now. As an issuer’s credit quality improves, the prices for its preferred securities typlcally outperform the prices of other benchmark
securities, such as US Treasury bonds. We expect credit quality will continue to improve in 2005, although we llre cautious on the
outlook for preferred yields, which already reflect much of the balance sheet improvement that companies have achieved.

As discussed above, we are pleased with the success in getting the Fund fully invested and in achieving the anticipated dividend
ylcld in an environment of declining long-term interest rates Further details on any individual holdings in the Fund can be found
using the “search” function by visiting a website maintained by Flaherty & Crumrine, www.preferredstockguide.com.

Fyfmens

Incorporated
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Management’s Responsibility Statement

"The financial statements of Flaherty & Crumrine Investment Grade Preferred Fund (the “Fund”} have been prepared by Brompton

Preferred Management Limited (the “Manager” of the Fund) and approved by the Board of Directors of the Manager. The
Manager is responsible for the information and representations contained in these financial statements and the other sections of
the Annual Report.

The Manager maintains appropriate procedures to ensure that relevant and reliable financial information is preduced.
Statements have been prepared in accordance with accounting principles generally accepted in Canada and include certain amounts
that are based on estimates and judgements. The significant accounting policies applicable to the Fund are described in Note 2 to
the financial statements. '

“The Board of Directors of the Manager is responsible for ensuring that management fulfills its responsibilities for financial
reporting and has reviewed and approved these financial statements. The Board carries out this responsibility through the Audit
Committee, which is comprised of unrelated directors of the Board.

The Manager, with the approval of its Board of Directors, has appointed the external firm of PricewaterhouseCoopers LLP
as the auditor of the Fund. They have audited the financial statements of the Fund in accordance with Canadian generally accepted
auditing standards to enable them to express to unitholders their opinion on the financial statements. The auditors have full and
unrestricted access to the Audit Commitree to discuss their findings.

Raymond R. Pether Mark A. Caranci
Chief Executive Officer Chief Financial Officer
Brompton Preferred Management Limited Brompion Preferred Managemaent Limited

February 1, 2005

Auditors’ Report

To the Unitholders of Flaherty & Crumrine Investment Grade Preferred Fund:

We have audited the staternent of investments of Flaherty & Crumrine Investment Grade Preferred Fund (the “Fund™) as at
December 31, 2004 and the statement of net assets as at December 31, 2004 and the statements of operations, changes in net assets
and cash flows for the period from May 17, 2004 {date of commencement of operations) to December 31, 2004. These financial
statements are the responsibility of management of the Fund’s Manager. Our responsibility is to express an opinion on these
financial statements based on our audit. !

We conducted our audir in accordance with Canadian generally accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as evaloarting the
ovﬁerall financial statement presentation,

In our opinion, these financial statements present fairly, in all material respects, the financial position of the Fund as at

. December 31, 2004 and the results of its operations, the changes in its net assets and its cash flows for the period from May 17, 2004

{date of commencement of operations) to Decernber 31, 2004 in accordance with Canadian generally accepted accounting principles.

Fsesnbtishosi forpors LLF

PricewaterhouseCoopers LLP
Chartered Accountants
Toronto, Ontario

February I, 2005
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Statement of Net Assets

As at December 31 2004
Assets )

Envestments, at market value (cost — $220,989,277) $ 209,642,781
Cash 2,484,003
Dividends and interest receivable 1,996,895
Unrealized gain on forward contracts (note 7} 19,308,673
Deferred financing costs (note 8) 32,155
Total assets 233,464,507
Liabilities

Accounts payable and accrued liabilities 544,386
Distributions payable to unitholders (note 4) 1,081,560
Loans payable {note 8) 49,962,857
Total liabilities 51,588,803

Net asset representing unitholders’ equity

S 181,875,704

Units outstanding (note 3)

7,416,581

Net asset value per unit

§ 24.52

Approved on behalf of Flaherty & Crumrine Invesrment Crade Preferred Fund, by the Board of Directors of Brompton Preferred

Management Limited, the Manager.

= N-

Peter A. Braaten } _ James W, Davie

Director - ) Director

Statement of Operations

For the peried from May 17, 2004 {commencement of operations) to December 31 2004 .
Income
Interest income S 4,719,804
Dividends 3,394,192
8,113,996
Expenses
Advisor fee [note §) 733,590
Management fee (note 5) 417,987
Service fee (note 5} 337,074
General and administrative 261,579
Interest and bank charges {note 8) 771491
} 2,521,721
Net investment income 5,592,275
Net realized loss on investments, options, and foreign currency transactions (notes 6 & 8) (5,892,046}
Net realized gain on forward contracts {note 7) 6,867,192
Net change in unrealized loss on investments, options, and foreign currency transactions (note 8) (11,126,682}
Net change in unrealized gain on forward contracts {note 7} 19,308,673

Results of operations

§ 14749412

Results of operations per unit @

S 2.00

" Based on the weighted average number of units ousszanding for the period {note 3).
B 4

The accompanying notes are an integral part of these financial statements.

70 BRoMPTON FUNDS ANNUAL REPORT 2004 — FLAHERTY & CRUMRINE INVESTMENT GRADE PREFERRED FUND




Statement of Cash Flows

For the period from May 17, 2004 {commencement of operations) to December 31 2004

Cash flows from operating activities: .

Results of operations § 14,749,412
Adjustments to reconcile net ¢ash provided by (used in) operations:
" Net reatized loss on sale of investments, eptions and foreign currency transactions 6,704,076

. Ner change in unrealized lass on investments, options and foreign currency transactions 11,090,171

Net change in unrealized gain on foreign curcency forward contracts (19,308,673)

Amortization of deferred financing costs 54,543

Increase in dividends and interest receivable (1,996,895)

Increase in accounts payable and accrued liabilities 544,386

Purchase of investments (note &) (506,207,596)

Proceeds from sale of investments (note &) . 271,092,921
Cash used in operating activities {223,277,655)

Cash flows from financing activities:

. Praceeds from issuance of units, net (note 3) , 174,678,142
Increase in loans payable 57,640,504
Deferred financing costs paid . (86,698)
Distributions paid to unitholders {6,480,552)
Proceeds from distribution reinvestment plan (note 4) B 10,262
Cash provided by financing activities . 225,761,658

Net increase in cash and short-term investments 2,484,003

Cash and short-term investments, beginning of period —

Cash and short-term investments, end of period : § 2,484,003

- ; -
Supplemental information:
Interest paid $ 531,704

© Statement of Changes in Net Assets

Faor the period from May 17, 2004 {commencement of operations) to December 31 2004
Net assets - heginning of pcﬁod s —
Operations: . )
_,Results of operations 14,749,412
Unitholder transactions: . . '
*Proceeds from issuance of unics, net {note 3} . 174,678,142
- Distributions to unitholders (note 4) (7,562,112)
Proceeds from distribution reinvestment plan {nose 4) . 10,262
167,126,292
Net increase in net assets 181,875,704
Net assets = end of period § 181,875,704
Distributions per unit $ 1.02081

The accompanying notes are an integral part of these financial statentents.
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Statement of Investments

Market Market
- Cost Cost Value Value % of
. As at December 31, 2004 (ST (CDN) {USD) {CDN) Portfolio
Shares/
Par Value (SUS)  Preferred Securitics

* Banking
750,000  Asworia Capiral Trust [,
9.75% November 1, 2029 Capital Security, Series B $ 920,907 § 1,138,592 % 919978 § 1,126,234

32,600  BAC Capital Trust [, 7% Pfd. 821,060+ 1,118,515 858,684 1,028,832
22,600 BAC Capital Teust II, 7% Pfd. . 574,424 768,015 603,872 } 723,529
65,000  Bank One Capital Trust VI, 7.2% Pfd. 1,649,180 2,263,650 . 1,726,400 2,068,486
1,800,000 BankAmerica Institutional - BAC, |
7.7% December 31, 2026 1,921,086 2,607,974 1,986,298 2,379,883
137,000 BankAmerica Corp.,
8% December 15, 2026 Caputal Security 149,330 184,892 133,234 183,657
500,000  BankBoston Capita! Trust 11, 7.75% December 15, 2026 520,015 724,255 553,593 663,288
40,000  BankWest Capital 1, 9.5% December 1, 2030 QUIPS 1,085,000 1,485,528 1,058,000 1,267,643
10,000 BNY Capital IV, 6.875% Pfd., Series E 251,400 330,955 252,800 302,892
4,170,000  Chase Capital 1, 7.67% Series A
December 1, 2026 Capital Security 4,461,757 5,798,147 y 4,604,148 5:516,460
12,473 Cirigroup Capital VIII, 6.95% Pfd. 311,201 428,121 327,292 1392144
13,500  Citigroup Capital X, 6.10% Pfd. 301,050 416,442 339,795 407,125
24,900  Comerica (Imperial) Capital Trust I, 7.60% Pfd. 634,455 | 877,503 654,372 784,036
2,500,000  Dime Capital Trust |, 9.33% Series A ‘ .
May 6, 2027 Capital Security 2,870,050 - 3,803,406 2,415,317 3,492,987
1,500,000  First Midwest Capiral Trust I,
6.95% December 1, 2033 Capital Security 1,606,110 2,041,034 1,639,081 1,963,865
2,500,000  First Union Institutienal Capirtal 1, !
8.04% December 1, 2026 Capital Security 2,690,250 3,711,418 2,788,261 3,340,755
3,265,000  Great Western Finance Trust 1], 1
8.206% February I, 2027 Capital Security, Series A 3,502,594 4,712,724 3,624,362 4,342,530
490,000  GreenPoint Capizal Trust [,
9.10% June 1, 2027 Capital Security 559,825 735,161 © 565418 677,456
1,442,000  ].P. Morgan Capital Trust 1,
7.54% fanuary 15, 2027 Capital Security 1,507,250 2,052,804 1,580,043 1,893,129
92,500  ].P. Morgan Capital Trust X1, 5.875% Pfd. 2,029,925 2,723,673 2,267,175 2,716,416
90,000  ].P. Morgan Capital Trost X1V, 6.20% P{d. 2,247,087 2,867,156 2,299,500 2,755,146
10,000 ].P. Morgan Chase Capital Trust X, 7% Pfd. 250,600 344,037 267,300 320,266
19,900  National Cormerce Capital Trust I, 7.70% 514,067 699,213 533,320 638,997
5,000,000  NB Capital Trust 1V, |
8.25% April 15, 2027 Capital Security 5,559,500 6,575,244 5,645,757 6,764,464
3,000,000  North Fork Capital Trust I, . .
8.7% Decernber 15, 2026 Capital Security 3,317,850 4,420,205 3,390,402 4,062,210
i 3,375,000  Republic New York Capital II,
7.53% December 4, 2026 Capital Security 1,650,332 4,318,201 3,693,310 4,425,140
10,900 Royal Bank of Scotland Plc, 7.85% Pfd., Series K 284,490 390,563 287,869 344,910
2,000,000 Sun Trust Capital ll, 7.9% fune 15, 2027 Capital Security 2,230,500 2,801,749 2,250,760 2,696,748
L 11,100 Sun Trust Capiral IV, 7.12§% P/d. 282,273 387,897 292,041 . 349,908
5,033,000  UNB Capital Capital Trust I, 10.01% Marck 15, 2027 5,831,586 7,437,014 5,896,964 7,065,448
24,700  USB Capital 1Il, 7.75% P{d. 632,598 869,120 656,032 786,025
15,700  USB Capital IV, 7.35% Pfd. 396,111 544,932 417,777 500,560
22,100 USB Capital V, 7.25% Pfd, 562,904 769,587 585,871 - 701,961
30000  VNB Capital Trust 1, 7.75% Pfd. 768,900 1,045,980 798,500 956,843
1,375,000  Wachovia Capital Trust i, [ ‘
7.64% January 15, 2027 Capital Security 1,497,389 1,876,521 1,522,342 1,823,995
1,180,000  Wachovia Capital Trust V,
7.965% June 1, 2027 Capital Security 1,312,479 1,600,701 1,326,251 1,589,048
56,050  Wells Fargo Capital Trust IX, 5.625% Pfd. 723,495 1,000,809 836,964 1,002,808
34,700 Wells Fargo Capital Trust VII, 5.85% Pfd. 1,241,507 1,685,412 1,396,766 1,673,535
3,000,000  Zions Institutional Capital Trust A,
8.536% December 15, 2026 . 3286710 . 4,467,156 3,383,813 4,054,316
62,957,247 §2,034,313 64,919,812 77,783,676 37.1%
Financial Services
14,400  Bear Stearns Capital Trust 111, 7.8% Pfd. 378,000 517,539 381,600 457,214
45,000  Lehman Capital Trust IV, 6.375% Pfd. Series L 1,001,250 1,385,027 1,160,100 1,349,974
5,700  Mernll Lynch Capital Truse [, 7.75% TOPRS 147,915 203,066 152,475 182,688
20,000  Merrill Lynch Capital Trus LI, 7% 507,600 699,097 536,400 642,688
. 44,300  Merrill Lynch Capital Truse [V, 7.12% 1,147,090 1,537,993 1,191,227 - 1,427,269
127,100 Merrill Lynch Capital Trust V, 7.28% Series F 3,280,743 4,376,504 3,450,765 4,134,534
60,000  Morgan Stantey Capital Trust 11, 7.25% Pfd. 1,527,800 2,082,241 1,587,600 1,902,183
158,000  Morgan Stanley Capital Trust I1I, 6.25% Pfd. 3,579,500 4,871,352 4,017,940 4,814,095
44,655  Morgan Stanley Capital Trust 1V, 6.25% P/d. 1,069,630 1,374.563 1,131,111 1,355,241
12,639,528 17,047,382 13,609,218 16,305,886 7.8%

The accompanying notes are an integral part of these financial statements.
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Market Markct
Cost Cost Value Value % of
As at December 31, 2004 (USDY {CDN} (LiSDy) (CDIN) Portfolio
v Shares/ )
" Par Value (SUS)  Preferred Securities {cont'd)
' Insurance
, 14,500  ACE Lid., 7.80% Pfd., Series C $ 374,825 % 518,495 § 386,860 $ 463,316
1,000,000  AllState Financing II, 7.83% December I, 2045 1,067,900 1,451,444 1,105,943 1,325,085
5,000,000 AON Capital Trust A,
8.205% January I, 2027 Capital Sccurity 5,552,330 7,375,476 5,292,140 6,340,777
153,237 . Ewverest Capital Trust 11, 6.2% Pfd., Series B 3,334,092 4,511,027 3,591,875 4,303,606
100,000 .- ING Groep NV, 7.20% Pfd. 2,555,000 3,378,110 2,717,000 3,255,374
126,600  Renaissancere Holding, 6.08% Pfd., Serfes C 2,752,459 3,736,772 1,021,942 3,620,740
40,000  Renaissancere Holding, 7.30% Pfd., Series B 1,008,000 1,370,031 1,073,600 1,286,334
4,100,000  USE&G Capital I, )
8.50% December 15, 2045 Capital Security 4,709,178 6,514,197 5,092,337 6,101,384
10,780 XL Capital Lid., 7.625% Pfd., Serres B 278,663 378,300 290,305 347,829
21,632,447 29,233,852 22,572,002 17,044,645 12.9%
Utilities
3,372,000  COMED Financing I, :
v 8.50% Jamuary 13,2027 Capital Security, Series B 3,706,657 5,047,609 3,791,047 4,542,243
1,600,000  Dominion Resources Cap Trust 1, 7.83%, December 1, 2027 1,729,622 2,249,045 1,779,399 2,131,987
1 100,000 DTE Energy Trust ll, 7.50% P/d. 2,475,000 3,358,710 2,667,000 3,195,466
} 48,000  Energy East Capital Trust 1, 8.25% TOPRS 1,264,660 1,673,131 1,287,840 1,543,026
. 150,000 Florida Power & Light Group Inc, Capital Trust I, 5.875% Pfd. 3,262,500 4,488,238 3,723,000 4,460,713
9,500  FPC Capital |, 7.10% Pfd., Series A 235,125 320,229 240,540 288,203
| 21,700 Georgia Power Capital Truse V, 7.125% Pfd. 548,375 751,759 582,645 698,096
110,800  Virginia Power Capital Trust, 7.375% Jily 30, 2042 2,795,78% 31,834,260 21,988,755 3,580,977
16,017,728 21,722,981 17,060,226 20,440,711 9.7%
1 Total Preferred Securities § 113,246,950 § 150,038,528 § 118,161,258 § 141,574,918 67.5%
. Shares/
Par Value (SUS) Corporare Debt Securities
! .+ Banking .
5,000,000  Cirigroup Inc., 5.85% December 11, 2034, Semior Notes  § 4,988,050 % 5,925,809 § 5,138,167 § 6,156,295
121,200  HSBC Finance Corporartion, 6,875% 3,011,820 4,194,715 3,293,004 3,945,513
7,999,870 10,120,544 8,431,171 10,101,808 4.8%
Insarance ’
s 5,800  American Financial Group, 7.125% Pfd. 139,954 189,915 149,872 179,569
1,000,000  Assurant Inc., 6.75% February 13, 2034 Senior Notes 1,084,780 1,335,475 1,084,753 1,299,696
4,495,000  Qoneamerica Financial Parmers, 7% Qctober 15, 2033 4,524,458 5,945,993 4,845,736 5,805,919
1,885,000  Western & Southern Financial, 5.75% July 15, 2033 1,670,654 2,285,179 1,853,289 2,220,518
7,419,886 9,756,572 7,933,650 9,505,702 4.5%
Financial Services
5,000,000  General Motors Acceptance Corporation,
8% Navember I, 2031, Senior Bonds 5,108,450 6,771,710 5,149,761 6,170,186 2.9%
Qil & Gas 4
5,000  Nexen, Inc. 7.35% Subordinated Notes 125,500 172,293 134,650 161,331 0.1%
Telecommunications )
6,500,000 Verizon Maryland Inc., 7.15% May I, 2023 6,987,500 8,574,040 7,000,876 8,388,100 4.0%
Utilities
4,000,000  Constellation Energy Group,
) 7.60% Aprid 1, 2032, Senior Notes 4,664,520 6,032,123 4,848,567 5,809,311
5,000,000  Duke Capital Corporation,
. 6.75% February 15, 2032 Capital Security, Senior Notes 4,731,000 6,471,071 35,440,487 6,518,519
41,000  Entergy Louisiana, Inc. 7.60% Pfd. 1,066,000 1,424,016 1,095,930 1,313,089
157,300 Georpia Power Company, 5.90% April 15, 2033, Semior Notes 3,515,655 4,883,116 3,963,960 4,749,419
235,000  Georgia Power Company, 6% Qctober 15, 2033, Senior Notes 5,860,500 7,768,631 6,142,900 7,360,116
' 1,200,000 TXU Corp., 6.55% November 15, 2034, Senior Notes 1,195,740 1,479,016 1,190,997 1,426,993
' 21,033,415 28,057,973 22,682,841 27,177,447 13.0%
, Miscellaneous [ndustries
2,000,000 Disney Enterprises Inc., 7.55% July 15, 2093, Senior Notes 2,350,580 2,907,442 2,375,653 2,845,189
63,900  Mayrag Corp, 7.875% Pfd. 1,626,255 2,237,247 1,685,682 2,019,700
35,435 Wal Disney Co., 7% QUIBS, Pfd. 923,082 1,198,667 937,610 1,123,398
4,893,917 5,343,356 4,998,945 5,989,487 1.9%
Total Corporate Debt Securitics § 53574538 § 69796498 § 56,331,894 5 67,494,061 32.2%
Contracts  Options R
750  March Putr on March 2005 CBT Furures@108 1 574423 § 683,615 § 222,656 § 266,776
400  March Put on March 2005 CBT Furures@110 399,136 470,636 256,250 307,026
! $ 973,559 ¢ 1,154,251 § 478,906 § 573,802 0,3%
Total S 167,795,047 8§ 220,989,277 § 174,972,058 § 209,642,781 iO0.0%
The ac'companying notes are an integral part of these financial statements.
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Notes to the Financial Statements
December 31, 2004

.

1. OPERATIONS
Flaherty & Crumrine Investment Grade Preferred Fund (the-“Fund”} is a closed-end investment trust created under thle laws of the Province
of Ontario on April 28, 2004, pursuant to an amended and restated declaration of trust. Brompton Preferred Management Limited is the
Trustee and Manager and is responsnb]e for managing the affairs of the Fund. Flaherry & Crumrine Incorporared manages the Fund’s portfolio.
The Fund commenced operations on May 17, 2004 ' -

2. SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in accordance with Canadian generally accepted accounting principles and they include
estimates and assumptions made by management that affece the reported amounts of assets and liabilities at the date of these financial
statements and the reported amounts of income and expenses during the period. Actual results could differ from these estimates,

a)} Valuation of Investments
The Fund’s investments are presented at market value ) Investments that are publicly traded are valued at their closing price. If a closing
price is not available, these investments ae valued using an average of the latest bid and ask prices. Short-term 1'nvestmem5 are valued
at cost which, when taken together with accrued interest income thereon, is an approximation of their market value. Listed options
are valued at market values as reported on recogmzed exchanges. The value of any security which is traded ovcr—thc-countcr will be
priced at the average of the last bid and ask prices quoted by a major dealer in such securiries.

b} Investment Transactions and Income Recognition :
Investment transactions are recorded on trade date and any realized gains or losses are recognized using the average cost of the
investments. Interest income is recognized on an accrual basis. Dividend income is recognized on the ex-dividend date. Net realized

gains {losses) on investments and options include ner realized gains or losses from foreign currency changes.

—

Option premiums paid or received by the Fund are, so long as the options are outstanding, reflected as an asset or liability,
respectively, in the Statement of Investments and are valued at an amount equal to the current market value of an option that would
have the effect of closing the position. .

¢} Foreign Currency Forward Contracts
The Fund may enter into foreign currency forward contracts, which are agreements between two parties to buy'and sell currencies at
a set price on a furure date. The market value of the contract will fluctuate with changes in currency exchange rates. The conrtract is
marked-to-market and the change.in market value is recorded as an unrealized gain or loss. When the contradt is closed, the Fund
records a realized gain or loss equal to the difference between the value of the contract at the time it was opened and the value ar the
time it was closed. :

d)} Income Taxes '
The Fund qualifies as a murual fund trust under the Income Tax Act (Canada). Provided the Fund makes distributions in each year of
its net income and net realized capital gains, the Fund will not generally be liable for income tax. It is the intention of'the Fund to distribute
all of its net income and net realized capital gains on an annual basis. Accordingly, no income tax provision has Been recorded.

¢} Foreign Exchange
The marker value of investments and other assets and liabilities that are denominated in foreign currencies are translared into Canadtan
dollars at the noon rate of exchange on each valuation date. Purchases and sales of investments and income derived from investments
are translated ar the rate of exchange prevailing at the time of such transactions.

f} Fair Value of Financial Instruments - .
The fair value of the Fund’s financial instrcumenss, which are composed of cash and short-term investments, dividends and interest*
receivable, accounts payable and accrued liabilities and loans payable, approximares their carrying value.

3. UNITS OF THE FUND
Authorized

The Fund is authorized to issue an unlimited number of transferable, redeemable units of beneficial inerest, each of which represents an equal,
undivided interest in the net assets of the Fund. Each unir entitles the holder 1o one vore and T participate equally with respect to any and
all distributions made by the Fund.

Units may be redeemed during May of any year, between fifteen and forty- five business days prior to the second last busmess day in May.
Unitholders whose units are redeemed will receive a redemptmn price equal to the net asset value per unit on the redemptlon date,

Units may also be redeemed ar least ten business days prior to the second last business day of each month, except for the month of May.
Unitholders whose units are redeemed will receive a redernpnon price per unit equal to the lesser of (i) 96% of the weighted average trading
|
price of the units for the ten tradmg days preceding the redemption date and (i) 100% of the closing marker price of the units.

Issued
For the period from May 17, 2004 (commencement of operations) to December 31 2004
Number of Units | Amount
Units - beginning of period . — $ —
Initial public offering, net 7,000,000 164,812,500
Exercise of over-allotment option, net 400,000 9,475,000
Units issued under the distribution reinvestment plan (note 4) 416 10,262
Issued for services {note 3) ) 16,165 390,642
Units - end of period ‘ 7,416,581 | $ 174,688,404

On May 17, 2004, the Fund comp]et;d its initial public offering of 7,000,000 units at a price of $235.00 for proceeds, nclt of agents’ fees and
issuance costs, of $164,812,500.

On May 27, 2004, the Fund completed the issuance of an additional 400,000 units at a price of $25.00 for proceeds, net of agents’ fees,
of §9,475,000. The issuance of these additional units was pursuant to the exercise of the over—aliotment option granted to the agents in
connection with the initial public offering.
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For the period ending December 31, 2004, the Fund issued 16,163 units to the Manager in respect of its management fee.

The Fund received approval from the Toronto Stock Exchange for a normal course issuer bid for the period from June 2, 2004 through
to June 1, 2005. Pursuant to the issuer bid, the Fund may purchase up to 735,000 units for cancellation. The Fund may only repurchase units
when the nert asset value per unit exceeds its trading price. For the period from May 17, 2004 1o December 31, 2004, no unirs were purchased
for cancellation. :

The weighted average number of units ourstanding from the dare of commencement of operations on May 17, 2004 to December 31, 2004
was 7,389,136. ‘

¢ 4. DISTRIBUTIONS TO UNITHOLDERS .
_ Distributions, as declared by the Manager, are made on a monthly basis to unitholders of record on the last business day of each month. The

distributions are payable no later than the tenth business day of the following month. For the period from May 17, 2004 1o

" December 31, 2004, the Fund declared rotal distributions of $1.02081 per unit. Under the Fund’s distribution reinvestment plan, unitholders

may elect to reinvest monthly distributions in additional units of the Fund which may be issued from treasury or purchased in the open marker.

- For the period ending December 31, 2004, 416 units were issued from treasury by the Fund pursuant to the reinvesrment plan.

. 5. MANAGEMENT, ADVISOR AND SERVICE FEES

! n v . . ‘. . .
* Pursuant to a management agreement, the Manager provides management and administrative services to the Fund, for which it is paid

a management fee equal to 0.35% per annum of the net asset value of the Fund, plus applicable taxes. The management fee may be paid in
cash or units at the option of the Manager. To the extent that units are issued from treasury for this purpose, they will be issued at the net

* asset value per unit. During the period ended December 31, 2004, the entire management fee was paid in units, Flaherty & Crumrine

Incorporated, the portfolio manager for the Fund, and Brompton Capiral Advisors Inc. are entitled to receive an aggregate fee equal to 0.65%
per annum of the net asset value, plus applicable taxes. Both fees are calculated and payable monthly. The Fund also pays to the Manager a
service fee equal to 0.30% per annum of the net asset value of the Fund. The service fee is in turn paid by the Manager 1o the investment
dealers in proportion to the number of units held by clients of each dealer ar the end of each calendar quarter.

6. INVESTMENT TRANSACTIONS
Investment transactions for the period from May 17, 2004 (commencement of operations) to December 31 were as follows:

2004
$ 271,092,921

Proceeds from sale of investments and options

.
Less cost of investments and options sold:
Investments at cost — beginning of period —

Investments purchased during the period 506,207,596
Investments at cost - end of period . - (220,989,277)
Cost of investments and options sold during the period . 285,218,319
Net realized loss on sale of investments and aptions . § (14,125,398)

Brokerage comimissions on investments purchased and sold during the period ended December 31, 2004 amounted to $76,115,

7. FOREIGN CURRENCY FORWARD CONTRACTS

The Fund uses foreign currency forward contracts to hedge foreign exchange risks associated with its US dollar invesument portfolio. During
the'period from May 17, 2004 to December 31, 2004, the Fund realized gains in the amount of 36,867,192 on the close our of cerrain contracts. Ar
December 31, 2004, the Fund had entered into the following foreign currency forward contracts with a Canadian chartered bank:

Canadian Dollars Purchased US Dollars Sold Delivery Date Unrealized Gain
‘ $ 47,670,548 $ 39,380,000 January 18, 2005 . 5 481,832
: 1,080,662 780,000 February 18, 2005 145,835
1,080,714 780,000 - Macch 18, 2005 145,868
1,080,913 . 780,000 April 18, 2008 . 146,221
. 66,754,464 48,240,000 May 18, 2005 8,962,395
. 1,081,459 780,000 June 20, 2008 147,272
1,023,360 780,000 July 19, 2005 89,461

1,026,090 780,000 August 19, 2005 92,562
H 1,019,460 780,000 -September 20, 2005 X 86,300
982,020 780,000 October 18, 2005 49,163

942 864 780,000 November 18, 2005 10,326>

' 65,637,660 47,460,000 May 18, 2006 8,951,438
$ 189,380,214 $ 142,100,000 $ 19,308,673

8.' LOANS PAYABLE

Pursuant to an agreement with a Canadian chartered bank, the Fund maintains a 364-day revolving credit facility. The revolving credit facility
provides for maximum borrowings of $65.8 million with borrowings in Canadian currency at either the prime rate of interest or the bankers’
acceprance rate plus a fixed percentage or in US currency at the LIBOR rate plus a fixed percentage or at a rate based on either US dollar loans
made by the Bank of Canada or federal funds transactions by the Federal Reserve Bank of New York. At December 31, 2004, the Fund had a
US dollar loan in the amount of $50.0 milion {US$41.7 million) outstanding under this faciliry. During the period from May 17, 2004 to
December 31, 2004, the Fund realized a foreign exchange gain in the amount of $7,421,322 on the repayment of borrowings in US dollars, and
at December 31, 2004, borrowings in US dollars had an unrealized foreign exchange gain of $256,325. The credit faciliry is secured by a first-
ranking and exclusive charge on all of the Fund’s assets. Costs incurred to establish the credit facility are deferred and amortized over its term.
For the period from May 17, 2004 to December 31, 2004, the Fund has recorded amortization of these cosrts in the amount of $54,543. The

credit facility is used by the Fund for the purchase of additional investments and for general Fund purposes.
]
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BROMPTON

EQUAL WEIGHT OIL & GAS
L. INCOME FUND R

The Fund

Brompron Equal Weight Oil 8 Gas Income Fund is a closed-end investment trust that trades on the Toronto Stock Exchange under
the syrbol OGEUN. The Fund commenced operations on Qctober 7, 2004, when it issued 40 million units at $10 per unit through
an initial public offering. An additional 1.7 million units were issued on October 18, 2004 through the exercise of the over-
allorment option, bringing gross proceeds from the offering to $417 million. The Fund is managed by Brompton Energy Trust
Management Limited. The Fund’s investment objectives are to provide investors with the benefits of hngh monthly cash
distributions and low management fees togethcr with the opportunity for capital appreciation by investing in an equally weighted
portfolio of oil and gas income trusts on a passive basis.

The portfolio comprised at the time of investment an approximate equal dollar amount of securities of each oil and gas income
trust listed on the TSX that pays a regular distribution and has a float capitalization of at least $500 l'llllllOln The portfolio is
rebalanced quarterly to eliminate any oil and gas income trust whose float capltahzanon falls below $350 million or otherwise
does net qualify for investment and to include any newly qualifying oil and gas income trusts.

Management’s Discussion and Analysis

The following information provides an analysis of the operations and financial position of the Fund and it|should be read in
conjunction with the financial statements and accompanying notes.

Distributions
The Fund made $0.294 per unit in distributions in 2004, including $0.093 per unit distribution to unithelders of record ar the end
of October, the month in which the Fund completed its initial public offering. Average monthly distribuions over the period were
in line with the level of distributions initially targeted in the Fund’s final prospectus. For the months during which the Fund was
fully invested, the level of distributions exceeded the targeted amounr.

A breakdown of the 2004 distributions for tax purposes is provided in the section titled 2004 Tax Information in this report,
The component qualifying for return of capital was approximartely 39%.

The Fund has a distribution reinvestment plan which allows participating unitholders to automatically, reinvest monthly
distributions in additional units of the Fund. For the year ended December 31, 2004, 3,867 units were issued from treasury
pursuant to this plan at an average price per unir of $§9.52.

Investment Portfolio
As of December 31, 2004, the Fund’s investments included a total of 20 oil and gas income trusts. At the time of investment, each
holding represented 5% of the market value of the portfolio.

A detailed listing of the Fund’s security holdings is provided in the financial statements.

The Fund recorded unrealized gains of $3.1 million during the period from Qctober 7, 2004 to December 31, 2004.

Net Asset Valuc
During the period ended December 31, 2004, the net asset value of the Fund Net Asset Value Since Inception
increased by $0.08 per unit or 1% to $9.53, broken down as follows:

Per Unit $10.00
Net investment income ] 0.2%
Increase in unrealized gains on investments 0.08
Results of operations 0.37 $o.50
Less: distributions {0.29)
Increase in net asset value $ 0.08 ‘
$5.00 i

Qe 04 Nov 04 Dec 04
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Liquidity and Capital Resources
As of December 31, 2004, the Fund had berrowings of $43.6 million under.its term credit facility, which represented 10% of rotal

_assets. The interest rate on these borrowings has been fixed ar 4.513% until August 25, 2002 to reduce the Fund’s exposure to

rising interest rates over its term. In addition to the term credit facility, the Fund has $22.9 million available under a 364-day
revolving credit facility, which can be borrowed at the prime rate of interest or at the banker’s acceptance rate plus a fixed

- percentage. The revolving credic facility may be used for working capital purposes and to invest in public offerings of oil and gas

trusts that qualify for inclusion in the portfolio.

To provide liguidity, units of the Fund are listed on the TSX under the symbol OGF.UN. The Fund’s normal course issuer bid

. allows it to purchase units for cancellation when they trade below the net asset value per unit. In such situations, purchases under

the issuer bid are accretive to the net asset value of the Fund. No units were purchased during the year under this bid. In addition,

< unitholders may redeem units of the Fund an the second last business day of November of each year beginning in'20035 at the then

current net asset value.

Management Expense Ratio -

The Fund has a very low management fee at (.45% of net asset value per annum. Combined with the 0.30% service fee that is
paid to investment dealers and the general and administrative expenses of the Fund, the management expense ratio for 2004 was
0.89% based on net assets and 0.78% based on total assets.

Risk Analysis
The Fund is subject to a number of risks and uncertainties which are discussed on page 95 of this report. Unitholders are encouraged
to review these risks.

Qutlook

The Fund’s investment objectives are to provide investors with the benefits of high monthly cash distributions and low management
fees together with the opportunity for capital appreciation by investing in an equally weighted portfolio of oil and gas income trusts
on a passive basis. The Fund has met these objectives over the approximate three month period of operations in 2004. While we
continue to believe in the long-term fundamentals of the oil and gas sectors in which the Fund invests, values of the underlying
invesrments and consequently the net asset value of the Fund may fluctuate over time.

t
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Management’s Responsibility Statement

The financial statements of Brompton Equal Weight Qil & Gas Income Fund {the “Fund”) have been prepared by Brompton
Energy Trust Management Limited (the “Manager” of the Fund) and approved by the Board of Directors of the Manager. The
Manager is responsible for the information and representations Contamed in these financial statements and the other sections of
the Annual Report. ~ -

The Manager maintains appropriate procedures to ensure that relevant and reliable financial information is produccd .
Statemnents have been prepared in accordance with accountmg prll‘lClplES generally accepted in Canada and include certain amounts
that are based on estimates and judgements. The Slgmflcant accounting policies applicable to the Fund are described in Note 2 to
the financial statements.

The Board of Directors of the Manager is responsnble for ensuring that management fulfills its responsﬂnlmes for fmancnal
reporting and has reviewed and approved these financial statements. The Board carries out this responsibility through the Audit
Committee, which is comprised of unrelared dlrectorq of the Board. .

The Manager, with the approval of its Board of Directors, has appointed the external firm of PncewaterhouseCoopcrs LLP
as the auditor of the Fund. They have audited the financial statements of the Fund in accordance with Canadlan generally accepted
auditing standards to enable them 1o express to umtholders their opinion on the financial statements. The auditors have full and
unrestricted access to the Audit Committee to discuss their findings.

.

[y

Raymond R, Pether Mark A. Caranci
Chief Executive Officer Chief Financial Officer
Brompton Energy Trust Management Limited Brompton Energy Trust Management Limited

February 1, 2005

Auditors’ Report

To the Unitholders of Brompton Equal Weight Oil & Gas Income Fund:

We have audited the statement of investments of Brompton ‘Equal Weight Oil & Gas Income Fund (thc “Fund”) as at
December 31, 2004 and the statement of net assets as at December 31, 2004 and the statements of operations, ch:mges in net assets
and cash flow for the period from October 7, 2004 {date of commencement of operations) to December 31, 2004. These financial
staterents are the responsibility of management of the Fund’s Manager. Our responsibility is to express an opinion on these financial
statements based on our audit. '

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require that we
plan and perform an audit to obrain reasonable assurance whether the financial statements are free of materla]‘mlsstatement An
audit includes exammmg, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as welllas evaluating the
overall financial starement presentation.

In our opinion, these financial statements present falrly, in all marerial respects, the financial position of the Fund as at
December 31, 2004 and the results of its operations, the changcs in its net assets and its cash flows for the period from October 7, 2004 -
(date of commencement of operations) to December 31, 2004 in accordance with Canadian generally accepted accounting principles.

%wwwu LLP

PricewaterhouseCoopers LLP
Chartered Accountants
Toronto, Ontario

February 1, 2005
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Statement of Net Assets

As at December 31 2004
Assets
Investments, at market value {cost ~ $437,907,177) . $ 441,012,018
Cash and shori-term investments ’ 748,288
Distributions and interest receivable 4,260,060
Deferred financing costs (note 7) . 68,595
~ Total assets 446,088,961
Liabilities
Accounts pavable and accrued liabilicies : 448,403
Distributions payable to unitholders (noze 4) 4,216,457 °
L.oans payable {note 7) : 43,600,000
. Total liabilities ’ . . . 48,264,860
& Net assets representing unitholders’ equity ‘ § 397,824,101
" Units outstanding (note 3) . . ’ 41,747,101
i Net asset value per unit - ’ § 9.53

Approved on behalf of Brompton Equal Weight Oil 8 Gas Income Fund, by the Board of Directors of Brompton Energy Trust
" Management Limited, the Manager. . .

%\_ o~

Peter A, Braaten James W. Davie
Director Director

1
Statement of Operations

For the period from October 7 {(commencement of operations) to December 31 2004
Income ’ R s
Distributions from income funds § 13,578,481
‘Interest income 34,416
! 13,612,897
Expenses
Management fee (note 5) . i 439,479
Service fee {note §) 274,860
General and administrative 232,263
Interest and bank charges (note 7) . 436,262
. 1,382,864
Net investment income 12,230,033
Net change in unrealized gain on investments 3,104,841
Results of operations § 15,334,374
Results of operations per unit $ 0.37

 Based on weighted average number of units outstanding for the period (note 3).

The accompanying notes are an integral part of these financial statements.
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Statement of Cash Flows

For the period from Octaber 7 [commencement of operations) to December 31 2004

Cash flows from operating activities:

. Results of operations . § 15,334,874
Adjustments to reconcile net cash used in operations:
Ner change in unrealized gain on investments ’ {3,104,841)
Amortizarion of deferred financing costs 8,737
Increase in distributions receivable (4,260,060)
Increase in accounts payable and accrued liabilicies 448,403 '
Purchase of investments (note 6) (437,907,177)
Cash used in operating activities ) (429,480,064)
Cash flows from financing activities:
Proceeds from issuance of units, net {note 3) 394,718,218
Increase in loans payable 43,600,000,
Deferred financing costs paid (77,332)
Distributions paid to unitholders {note 4) (8,049,364)
Proceeds from distribution reinvestment plan 36,810
Cash provided by financing activities | 430,228,352
Ner increase in cash . | 748,288
Cash and short-term investments, beginning of period | —
Cash and short-term investments, end of period l $ 748,288
Supplemental information:
Interest paid $ 422,133
Statement of Changes in Net Assets
For the period from Octaber 7 (commencement of operations) to December 31 2004
Net assets - beginning of period $ -
Operations:
Results of operations M 15,334,874
Unitholder transactions:
Proceeds from issuance of units, net {note 3) 394,718,238
Disteibutions to unitholders (note 4) (12,265,821}
Proceeds from distriburion reinvestment plan {note 4) . 36,810
382,489,227
Net increase in net assets . | 397,824,101
Net assets = end of period ' | $ 397,824,101
Distributions per unit ; . * $ 0.294

The accompanying notes are an integral part of these financial statements,
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~Statement of Investments

f . Market
As at December 31, 2004 Cost . Value
NoJof Units  Oil & Gas ‘ T
1,489,043 . Acclaim Energy Trust $  21,895.365 . | § 21442219
1,019,381 Advantage Energy Income Fund : 21,895,350 22436,576
. 1,834,885 APF Energy Trust ' 21,895,361 - 21,504,852
! 1,296,424 "ARC Energy Trust ~ 21,895,355 23,205,990
1,610,949 Baytex Energy Trust . 21,895,367 20,571,819
, 855,582 * Bonavista Energy Trusr 21,895,346 13,186,272
, 533,239 . Enerplus Resources Fund 21,895,369 23249220
1,193,386 Focus Energy Trust 21,895,358 23,831,918
1,000,250 Harvest Energy Trust 21,895,360 12,955,738
1,466,335 MNAL Oil & Gas Trust . ) . 21,393,358 19,868,839
. 1,366,215 Paramount Energy Trust ) v ’ 21,895,360 - 21,777,467
-~ 1,147,194 Pengrowth Energy Trust, B-units : 21,895,351 21,223,089
1,359,290 Petrofund Energy Trust* 21,395,357 21,218,517
565,418 ; Peyto Energy Trust ‘ 21,895,357 027,043,943
787,869 PrimeWest Energy Trust 21,855,350 20,973,073
1,462,195 Progress Energy Trust . 21,895,361 19,768,876
1,939,602 Provident Energy Trust ' 21,895,362 22,053,275
980,303 Shiringbank Energy Income Fund ; 21,895,356, 21,066,712
“ 1,099,139 Vermilion Energy Trust ) ! 21,895,366 . 22,114,677
3,187,992 Viking Energy Royalty Trust - 21,895,368 .. 21,518,946
i Total S 437,907,177 $ 441,012,018
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Tn':e accompanying notes are an integral part of these financial statements. "
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Notes to the Financial Statements
December 31, 2004

1. OPERATIONS

Brompton Equal Weight Oil & Gas Income Fund (the “Fund™) is a closed-end investment trust created under the laws of the Province of
Ontario on September 28, 2004 pursuant to 2 declaration of trust. The Fund commenced operations on Ocrober 7, 2004. Computershare
Trust Company of Canada is the Trustee and Brompton Enerjgy Trust Management Limited (the “Manager”) is responsible for managing the
affairs of the Fund. The Manager has retained Brompton Capiral Advisors Inc. to acquire the portfolio and to rebalance it on an quarterly
basis in accordance with the terms of the declaration of trust.

2. SIGNIFICANT ACCOUNTING PQLICIES

These financial statements have been prepared in accordance with Canadian generally accepted accounting principles and they include
estimates and assumptions made by management that affect the reported amounts of assets and liabilities at the date of these financial
statements and the reported amounts of income and expenses during the period. Actual results could differ from theselestimates.

a) Valuation of Investments
The Fund’s investments are presented at market value. Investments that are publicly traded are valued ac their closing price. If a closing
price is not available, then these invesrments are valued using an average of the latest bid and ask prices. Short-term investments are
valued at cost which, when taken together with accrued interest income therean, is an approximation of their market value.

b

—

Investment Transactions and Income Recognition ) .

Investment transactions are recorded on trade date and any realized gains or losses are recognized using the average cost of the
investments. Interest income is recognized on an acerual basis. Distributions from income funds are recognized on the ex-distribution
date. Net realized gains (losses) on sale of investments'include net realized gains or losses from foreign currency,changes.

¢) Income Taxes )
The Fund qualifies as a mutual fund trust inder the Income Tax Act (Canada). Provided the Fund makes distributions in each year of
its net income and net realized capital gains, the Fund will not generally be liable for income tax. It is the inrention of the Fund to distribute
all of its net income and net realized capital gains on an annual basis. Accordingly, no income tax provision has been recorded.

d

Foreign Exchange .
The market value of investments and other assets and liabilities that are denominarted in foreign'currencies are translated into Canadian
dollars at the noon rate of exchange on each valuation date. Purchases and sales of investments and income derived from investments,
are translated ar the rate of exchange prevailing ar the time of such transactions.

¢} Fair Value of Financial Instruments .
The fair value of the Fund’s financial instruments, which are composed of cash, distributions receivable, accounts payable and accrued
liabilities and loans payable, approximate their carrying values.

3. UNITS OF THE FUND

Authorized
The Fund is authorized to issue an unlimited number of transferable, redeemable units of beneficial interest, each of which represents an equal,
undivided interest in the net assets of the Fund. Each unit entitles the holder to one vote and to participate equally with respect to any and
all distributions made by the Fund. Units may be surrendered for redemption ar any rime during November of any year, commencing in 2005,
but at least twenty business days prior to the second last business day of November {“Redemprion Date™). Redemption 'of surrendered units
will be effected ar net asset value on the Redemprion Date of éach year and will be sertled on or before the tenth business day in December,

Issued
Number of Units Amount
* Units - beginning of period — . —_
[nitial public offering, net 40,000,000 € 378,200,000
Exercise of over-allotment option, net 1,700,000 16,107,500
Essued for services (note 5) 43,234 410,738
Units issued under the distribution reinvestment plan (note 4) 3,867 34,810
Units — end of period : 41,747,101 © . 8 394,755,048

On October 7, 2004, the Fund completed its initial public offering of 40,000,000 units at a price of $10.00 per unit for pr(lcec&é, net of agents’
fees and issuance costs, of $378,200,000. :

On Ocrober 18, 2004, the Fund completed the issuance of an additional 1,700,000 units at a price of $10.00 per unit for proceeds, net
of agents’ fees, of $16,107,500. The issuance of these additionial units was pursuant to the exercise of the over-allorment option granted to
the agents in connecrion with the initial public offering.

During the period, the Fund issued 43,234 units to the Manager in respect of its management fee.

The Fund received approval from the Toronto Stock Exchange for a normal course issuer bid for the period from November 4, 2004 chrough
to November 3, 2005. Pursuant 1o the issuer bid, the Fund may purchase up ro 4,160,000 of its units for cancellation. The Fund may
repurchase units when the net asset value per unit exceeds its trading price. For the period from October 7, 2004 to December 31, 2004, no such
units were purchased.

The weighted average number of units outstanding from the date of commencement of operations on October 7, 2004 to, December 31, 2004
was 41,491,318.

82 BROMPTON FUNDS ANNUAL REPORT 2004 — BRoMPTON EQUAL WEIGHT On. 8 GaS INCOME FuND




"4, DISTRIBUTIONS PAYABLE TO UNITHQLDERS

Distributions, as declared by the Manager, are made on a monthly basis to unitholders of record on the last busintess day of each month. The
distributions are payable by the tenth business day of the following menth. For the period October 7, 2004 to December 31, 2004,
the Fund declared total distributions of $0.2940 per unit. Pursuant to the Fund’s distribution reinvestment plan, unitholders may elect to reinvest

_ monthly distributions in additional units of the Fund which may be issued from treasury or purchased in the open marker. For the period

* from October 7, 2004 to December 31, 2004, 3,867 units were issued from treasury by the Fund pursuant to the distribution reinvestment

plan.

5. MANAGEMENT AND SERVICE FEES

Pursuant to a management agreement, the Manager provides management and administrative services to the Fund, for which it is paid a
management fee equal 1o 0.45% per annum of the ner asset value of the Fund plus applicable taxes. The management fee may be paid in cash
or units at the option of the Manager. To the extent that units are issued from treasury for this purpose, they will be issued at the net asser
value per unit. During 2004, the entire management fee was paid in units. The Manager is responsible for paying fees to Brompton Capiral
Advisors Inc. for its services to the Fund. The Fund also pays to the Manager a service fee equal to 0.30% per annum of the net asset value of
the Fund. The service fee is in turn paid by the Manager to investment dealers in proportion to the number of units held by clients of each
dealer at the end of each calendar quarter.

6. INVESTMENT TRANSACTIONS
Investment transactions for the period from October 7, 2004 to December 31, 2004 were as follows: :

. 2004
Proceeds from sale of investments $ —
Less cost of investments sold;

JInvestments ar cost — beginning of period _—
Investments purchased during the period 395,370,007
Investments received in exchange for units . 42,537,170
Investments at cost — end of period . (437,907,177}

Cost of investments sold during the period . —

Net realized gain on sale of investments s —

'Brokerage commissions on investments purchased and sold during the period ended December 31, 2004 amounted 1o $741,699,

7.- LOANS PAYABLE

Pursuant to an agreement with a Canadian charrered bank, the Fund has a 364-day renewable revolving credit facility and a term credit faciliry.
The revolving credit facility provides for maximum borrowings of $22.9 million at either the prime rate of interest or the bankers’ acceptance
rate plus g fixed percentage. There were no drawings under this facility at December 31, 2004. The Fund has borrowed the maximum amount
of $43.6 million under the term credit facility at a fixed rare of 4.513% for five years ending August 25, 2009. The credit facilities are secured
by'a first-priority security interest over all of the Fund’s assets.

Costs incurred to establish the credit facilities are deferred and amortized over the term of the facilities. For the period énded
December 31, 2004, the Fund has recorded amortization of these costs in the amount of $8,737.

The credit facilities are used by the Fund for the purchase of additional investments and for gereral Fund purposes.
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Flahm‘ty & Crumrine ]

INVESTMENT GRADE
FIXED INCOME FUND

The Fund

Flaherty & Crumrine Investment Grade Fixed Income Fund commenced operations on December 15, 2004 when it was listed on
the Toronto Stock Exchange under the symbol FFLUN and issued 14.4 million units at $25 per unit for gross proceeds of $360
million. An additional 480,000 units were issued on December 30, 2004 pursuant to the over-allotment option, bringing total gross
proceeds from the offering ro $372 million.

The Fund invests in a portfolio of fixed income securities consisting primarily of US dollar denominated corporate debt and
hybrid preferred securities of North American issuers. At the time of investment, all of the fixed income scciuritics held in the
portfolio are rated investment grade. Initially, the majority of the portfollo consists of debt securities. The portfollo will be actively
managed to allocate assets berween preferred securities and debt securities in order to enhance the total return b} taking advantage
of pricing anomalies and market inefficiencies. Substantially all of the US dollar foreign exchange exposure of the Fund’s portfo]uo
is hedged to the Canadian dollar at all times. Also, under normal market conditions 100% of the portfolio wnll be hedged using
the “safety net hedge™ strategy, which is intended to mitigate the impact of significant interest rate increases on the net asset value
of the portfolio, while permitting it to benefit from declines in interest rate.

The units of the Fund have received a rating of P-2f by Standard & Poor’s. The Fund is managed by Brompton FFl Management
Limited and the portfolio is managed by Flaherty & Crumrine Incorporated, which is headquartered in Pasadena, California.

The Fund’s investment objectives are to provide unitholders with a stable stream of monthly distributions equal to $1.625 per
annum; to mitigate the impact of significant interest rate increases on the value of the portfolio through the use|of the “safety net
hedge” and 1o preserve the net asset value per umit.

Management’s Discussion and Analysis

The following information provides an analysis of the operations and financial position of the Fund and it should be read in
conjunction with the financial statements and accompanying notes.

Distributions
‘The Fund commenced distributions as scheduled in January 2005 at the rargered rate of $0.1354 per unit. As a result, tax reporting
for unitholders of the Fund will not be required for 2004. '

The Fund also has a distribution reinvestment plan, which allows participating unitholders to automatically reinvest monthly
distributions in additional units of the Fund. -

Investment Portfolio
Upon closing, the portfolio manager invested the net proceeds of the offering together with drawings under the loan facilities in
long-term US government bonds in order to “lock in” the level of yield earned by the Fund. Currency hedges and the “safety net
hedge™ were also put in place at this time.

By locking in the level of yield, the portfolio manager is able to be very selective about the corporate debr and preferred
securities it acquires without having to worry about interest rate movements prior to making these investments.

During the two week period following the initial public offermg to December 31, 2004, a total of nine |hybrid preferred
securities and nine corporate debt securities were acquired representing about 7.4% and 18.7% of the Fund respectively. At the
date of writing, approximately 77.5% of the Fund had been invested in corporate debr and preferred securiries.

The breakdown of the portfolio is shown in the accompanying pie chart, and a detailed listing of the Fund’s security holdings
is provided in the financial statements.
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Portfolio Mix

Bonds 73%
Banking 3%
Financial 1%
Insurance 7%
Utilities 4%
Miscellaneous 2%
Agency 9%
Options 1%

Net Asset Value
During the year ended December 31, 2004, che net asset value per unit of the Fund decreased by $0.39 or 1.65% to $23.23 per unit,
braken down as follows:

Per Unit
Net investment income 5 0.02
Net realized loss on tnvestments, options and foceign currency transactions (a.11)
Net change in unrealized loss on investments, options and foreign currency transactions (0.88)
Net change in unrealized gain on forward contracts . 0.57
Results of operations {0.40)
Capital transactions 0.01
Decrease in net asset value $ {0.39)

Hedging

The Fund’s pertfolio is comprised of securities denominated in US dollars. As a result, the Fund hedges its foreign currency exposure
in two ways: by borrowing in US dollars and by entering into foreign currency forward contracts. Following the initial public
offermg, the Fund entered into three forward contracts hedging approximately 83% of the portfolio’s US dollar exposure. The
remaining 17% of the Fund’s portfolio is hedged by its US dollar borrowings. On a regular basis the total notional amount of these
forwards is adjusted to match the Fund’s net US dollar exposure. During the period from December 15, 2004 to December 31, 2004
the Canadian dolar appreciated by 6.7% versus the US dollar, resulting in significant unrealized and realized gains on the Fund’s
forward contracts. These gains offset foreign exchange losses on the Fund’s US dollar assets. In addition, the Fund has entered into
currency forwards which represent approximately the Fund’s foreign exchange exposure for 12 months of distributions.

. During the period ended December 31, 2004, the Fund implemented the safety net hedge using various put options on,US
Treasury bond futures. The Fund had unrealized gains of $1 million on the put options.

+ When long-term interest rates decline, we expect to lose money on the Fund's safety net hedge, while earning extra returns on

" the preferred securities in the portfolio. Since the hedge is constructed primarily by purchasing put options on US Treasury bond

futures, the Fund’s loss on the hedge is limited to the cost of the puts. Typically, it takes only a 10-15 basis point zally in preferred
yields to overcome the cost of hedging.

It is important to remember that the safety net hedge will not perfecrly protect the Fund against increases in interest rates. To
reduce the ongoing cost of hedging, the hedge is typically structured so that unitholders bear some initial risk to the net asset value
as interest rates increase. In addition, the Fund’s preferred securities may not track perfectly with the hedge instrument as interest
rates change. However, even if the hedge results are less than perfect, any gains realized on the hedge may permit the Fund to
increase its distribution rate if interest rates rise significantly.

Liquidity and Capital Resources

As of December 31, 2004, the Fund had borrowings of $182 4 million {US%$152.3 million) under its revolving credit facility, which
represented 34.5% of total assets. These borrowings are on a floating rate basis priced against LIBOR. The borrowings have been
used to invest in additional portfolic investments to enhance the distributions paid by the Fund.

To provide liquidity, the Fund’s unirs are listed on the TSX under the symbol FFIL.UN. The Fund’s normal course issuer bid
allows it to purchase its units on the TSX when rthey trade below the ner asset value. As a result, purchases under the issuer bid
are accretive to the net asser value of the Fund. No units were purchased during the period.

Unitholders may also redeem units of the Fund on the second last business day of November of each year art the then current
net asset value, commencing in 20035,

Management Expense Ratio

The Fund has a low management fee for an actively managed fund of 1.05% of net asset value per annum. Combined with the
0.30% service fee that is paid to investment dealers and the general and administrative expenses of the Fund, the management
expense ratio for 2004 was 1.529% based on net assets and 0.96% based on total assers.
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Risk Analysis
The Fund is subject to a number of risks and uncertainties which are discussed briefly on page 95 of this report. Umtho]ders are
encouraged to review these risks.

Qutlook
While we believe in the long-term fundamentals of the investment strategy and the skill of our portfolio manager, investors are
cautioned that ner asser values will fluctuate over time, particularly with movemnents in long-term interest rates.

Portfolio Manager’s Report

The Flaherty & Crumtine lmcstment Grade Fixed Income Fund (FFLLUN) commenced operanons on Dcccmber‘ 15, 2004. On that
date, the majority of the proceeds from both the initial pubhc offering of units and loans constituting the leverabc of FFLUN were
invested in long-term US Treasuries. This strategy locked in existing marker yields and permitted patience in the purchase of debt

and preferred securiries for the Fund. i

As of December 31, approxrmately 17% of the portfolio was invested in debt and preferred securities, th(, balance prlmanly
in US Treasury bonds, Wll'h a small portion in cash and hedge instruments, The percentage in US Treasuries will Fontmue to decline
as we identify attractive more permanent investments. Under normal conditions, the Fund will be almost entirely invested in

corporate debt and preferred securities {as of this writing we are at almost 60%).

Although yields on long-term US fixed income securmes in which FFLUN invests have declined since the Fund’s inceprion,
locking in market yields through the purchase of long-term US Treasury bonds in December assisted in permlrtmg monthly
distributions to commence to unitholders of record on January 31, 2005 at an annual rate of $1.625, equating to the anricipated
vield of 6.50% based upon the initial issue price of $25. Distributions were continued at this rate for the balance/of the first quarter
of 20035,

In the brief period since the inception of the Fund, unitholders have incurred a slight cost of hedging agamsr higher interest
rates, which turned out to be unnecessary as rates declmed However, please remember our philosophy that even if the hedge isn't
perfect, it's better 10 have the bedge in place and not need it than to need the hedge insurance and not have it!, Consequently, we
never try to “time” the hedge; its in place 100% of the time.

Our investment philosophy is to own the debt and preferred issues thar offer the best relative value w1thm the universe of
eligible securities. We begin by analyzing the fundamental credit quality of each potential issuer, and then cvaluatL the specific terms
of each individual issue, If this analysis produces a suntabl:‘: level of comfort, we next evaluate the appropriate pr:ce for the securicy.
While this may seem obvious, it often means that we pass up the tempration of issues offering high current ylelds. While those
y1elds may appear generous in the short run, they usually encail greater risk of credit losses or higher rcmvesrmcnt risk if the issue
is retired earlier than anticipated. In contrast, if we make sound investments with attractive yields and succcssful]y minimize credit
losses, then the Fund will have more money to invest and thus be able to generate more income over time. This approach should
assist the Fund in producing a high, sustainable distribution rate for unitholders.

For investors in US dollar denominated fixed-income securities, the past several months turned our to bL one of the more
perplexmg pertods in recent memory. Signs of a pick- up in' US economic activity were tempered by high oil (and . other commedity)
prices, the declining value of the US dollar, and the “twin deficits™ (of the federal government budget and the trade balance) in the US.

After 3': years of lowering short-term interest rates, rhe US Federal Reserve reversed course in June and btgan raising them.
By the end of 2004, the Federal Funds rate (the rate controlled by the Federal Reserve to set the level of short- term interest rates)
stood at 2.25%, up from the low of 1.00% {followed by a further increase of 0.25% so far this year). Despite the rise in short-term
rates, long-term US Treasury yields actually fell by about 0.25% during 2004, finishing the year ar 4. 82% and declined an
additional 0.35% since December 31. This marks the first time in more than 30 years that long-term interest rates fell in the early
stages of a Federal Reserve tightening. :

By increasing the Federal Funds rate, the Federal Reserve hopes to prevent the US economy from expandmg too quickly,
which in turn could result in an undesirable increase in the rate of inflation. At the same time, the Federal Reserve does not want
to raise rates too quickly and derail the economy, which in turn would have negative consequences for corpor‘atc credit quality.
Because credit quality and inflation represent the biggest ‘risks to the prices of the long-term fixed income securities held in the

Fund’s portfolio, FFLUN’s performance is strongly impact’ed by Federal Reserve policy.

Although the very recent interest rate environment proved challenging for our hedging strategy, the market for debt and
preferred securities continues to have a favourable tone. We have observed stcady improvement in the financial Icondmon of most
US corporations for some time now. As an issuer’s credit quality improves, the prices for its debt and preferred sccurmes typ1cally
outperform the prices of other benchmark securities, such as US Treasury bonds. We expect credit quality will continue to improve
in 2003, although we are cautious on the outlook for debt and preferred y:elds, which already reflect much of|the balance sheet
improvement that companies have achieved.

As discussed above, we are pleased with rhe progress in getting the Fund invested and in aChlEVlng the amlcnparcd dividend
yleld in an environment of declining long-term interest ratés. Further details on any individual holdings in the Fund can be found
using the “search™ function by visiting a website maintained by Flaherty & Crumrine, www. preferredstockguide.com,

FC“d‘r“u‘i;H.fé

Incorporated
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Management’s Responsibility Statement

1 .
The financial statements of Flaherty & Crumrine Investment Grade Fixed Income Fund (the “Fund”} have been prepared by
Brompton FFI Management Limited {the “Manager” of the Fund) and approved by the Board of Directors of the Manager. The
Manager is responsible for the information and representations contained in these financial statements and the other sections of

the Anpual Report. S

The Manager maintains appropriate procedures to ensure that relevant and reliable financial informatien is produced.
Statements have been prepared in accordance with accounting principles generally accepted in Canada and include cerrain amounts
that are based on estimates and judgements. The significant accounting policies applicable to the Fund are described in Note 2 to
the financial statements,

The Board of Directors of the Manager is responsible for ensuring that management fulfills its respoansibilities for financial
reporting and has reviewed and approved these financial statements. The Board carries out this responsibility through the Audit
Commirtee, which is comprised of unrelated directors of the Board.

The Manager, with the approval of its Board of Direcrors, has appointed the external firm of PricewaterhouseCoopers LLP
as the auditor of the Fund. They have audited the financial statements of the Fund in accordance with Canadian generally accepted
auditing standards to enable them ro express to unitholders their opinion on the financial statements. The auditors have full and
unrestricted access to the Audit Committee to discuss their findings.

= | PP

Raymond R. Pether Mark A, Caranci
Chief Executive Officer Chief Financial Officer
Brompton FFl Management Limited Brompton FFl Management Limited

February 1, 2005

Auditors’ Report

To the Unitholders of Flaherty & Crumrine Investment Grade Fixed Income Fund:

We have audited the statement of investments of Flaherty & Crumrine Investment Grade Fixed Income Fund (the “Fund”) as at
December 31, 2004 and the statement of net assets as ar December 31, 2004 and the statements of operations, changes in net assets
and cash flows for the period from December 15, 2004 (date of commencement of operations) to December 31, 2004. These
financial statements are the responsibility of management of the Fund’s Manager. Qur responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audir in accordance with Canadian generally accepted auditing standards. Those standards require that we
plan and perform an audit to obrain reasonable assurance whether the financial starements are free of marerial misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentarion.

In our opinion, these financial statements present fairly, in all material respects, the financial position of the Fund as
at December 31, 2004 and the results of its operations, the changes in its net assets and its cash flows for the period from

'December 15, 2004 (date of commencement of operations) to December 31, 2004 in accordance with Canadian generally accepted
accounting principles.
! 1

Descewstonhwuacbovpors LLF

PricewaterhouseCoopers LLP
Chartered Accountants
Toronto, Ontario

Febrlilary 1, 2005
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Statement of Net Assets

As at December 31

2004

Assets
Investments, at market value (cost — $528,622,454)

§ 511,614,710

Cash and short-term investments 25,957
Dividends and interest receivable 9,524,609
Unrealized gain on forward contracts (note 7) 8,192,087
Deferred financing costs {note 8) 33,365
 Total assets P §29,390,728
Liabilities
Accounts payable and accrued liabilities 1,222,277
Loans payable (nate 8} 182,442,309
Total labilities 183,664,586

Net assets representing unitholders’ equity

§ 345,726,142

Units outstanding [note 3)

14,882,310

Net asset value per unit

$ 23.23

v

Approved on behalf of Flaherty & Crumrine Investment Grade Fixed Income Fund, by the Board of Directors of Brompton FFI

Management Limited, its Manager.

= ﬂ-

Peter A. Braaten James W, Davie
Director Director

Statement of Operations

For the period from December 15 (commencement of operations) to December 31 2004
Income
Interest income M 993,055
993,055
Expenses N
Advisor fee (note §) 108,670
Management fee (note 5) 57,192
Service fee (note 5} 47,437
General and administrative 185,032
Interest and bank charges (note 8) 243,746
- 642,077
Net investment income 350,978
Net realized loss on investments, options, and foreign currency transactions (notes 6 8¢ 8} (1,626,319}
Net change in unrealized loss on investments, options, and foreign currency transactions (note 8) {12,764,055)
Net change in unrealized gain on forward contracts (note 7) 8,192,087

Results of operations

§ (5,847,309}

Results of operations per unit

s (D.40)

" Based on the weighted average number of units outstanding for the period (note 3).

The accompanying notes are an integral part of these financial statements.
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Statement of Cash Flows

For the period from December 15 (commencement of operations) to December 31 2004

Cash flows from operating activities:

Results of operations $ (5,847,309}
Adjustments to recencile ner cash provided by (used in) operations:
Net realized loss on sale of investments, options and foreign currency transactions 632,163
Net change in uarealized loss on investments, options and foreign currency transactions 12,763,892
Net change in unrealized gain on foreign currency forward contracts (8,192,087)
Amartization of deferred financing costs 1,635
Increase in dividends and interest receivable (9,524,609}
Increase in accounts payable and accrued liabilities . 1,222,277 M
Purchase of investments (note 6} (593,219,810)
Proceeds from sale of investments (note 6} 63,965,193
Cash used in operating activities . (538,198,655)
Cash fows from financing activities:
Proceeds from issuance of units, net {note 3) 351,573,451
Increase in loans payable 186,686,161
Deferred financing costs paid {35,000}
Cash provided by financing activities . 538,224,612
Net increase in cash and short-term investments 25,957

Cash and short-term investments, beginning of period ' —

Cash and short-term investments, end of peried $ -25,957

Supplemental information:
Interest paid $ —

Statement of Changes in Net Assets

For the period from December 15 (commencement of operations} to December 31 2004
Net assets — heginning of period S —
Operations:

Results of operations - (5,847,309}
Unitholder transactions:

Proceeds from issuance of unirs, net (note 3) 351,573,451
Net increase in net assets 345,726,142
Net assets - end of period § 345,726,142

" Distributions per unit : . s —

The accompanying notes are an integral part of these financial statements.
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Statement of Investments

Marker Market
Cost Cost Value Value % of
As at December 31, 2004 {UsSD) (CIN) (USD) (CDN) Portfolio
Par Value (SUS) Bonds N i
175,675,000  US Treasury Bond, 6.25% Angusr 15, 2023 $ 208,721,859 § 156,021,219 § 205714725 % 246479510
86,100,000  US Treasury Bond, 6.625% February 15, 2027 107,472,281 131,543,567 106,218,083 127,265,205
8 316,196,140 5 387.564,786 $ 311,934,808 S .{73.744.715 73.1%
Shares/
Par Value (SUS)  Preferred Securities
Banking
850,000  First Midwest Capital Trust I,
6.95% December 1, 2033 Capital Security $ 932,161 § 1,152,994 § 428,813 % 1,112,857
5,000,000 GreenPoint Capital Trust 1,
9.10% June 1, 2027 Capital Security 5,712,500 7,032,674 5,769,576 6,912,817
5,000,000  US Bancorp Capiral 1,
8.27% December 13, 2026 Capital Security 5,525,950 6,828,652 5,548,572 6,648,021
12,170,611 15,014,320 12,246,961 14,673,695 1.9%
Financial Services l
§2,450  Corporate Backed Trusc Cerrificates, 6.3% Series GS 2,081,862 2.553,618 2,116,492 2,535,874 0.5%
Insurance
8,000,000  ACE Capital Teust 11, 9.70% April 1, 2030 Capital Security 10,625,860 13.078.244 10,656,898 12,768,562
2,000,000  AON Capital Trust A,
8.205% January 1. 2027 Capital Security 2,124,560 2,605,991 2,116,856 2,536,311
12,753,420 15,684,235 12,773,754 ~ - 15,304,873 © 3.0%
Utilities
868,000  Dominiun Resources Cap Trust I, 7.83%, December 1, 2027 946,415 1,151,735 965,324 1,156,603
80,000 DTE Energy Trust Il, 7.50% Pfd. 2,096,000 2,595,151 2,133,600 2,556,373
. 3,042,415 3,746,886 3,098,924 3,712,976 0.7%
Miscellaneous Industrics
52,100  Cabco - Goldman Sachs, 6% 1,276,450 1,565,697 1,276,971 1,530,003 0.3%
Total Preferred SC‘Curi(iES $ 31,324758 S 38,564,756 § 31,513,102 § 3‘7.757.421 7.4%
Par Valurc ($US) Corporate Debt Securities
Agency .
16,000,000  Fannie Mae, 6.625% November 15, 2030 § 19349600 § 23734269 § 19,041,923 § 22,815,082
17,000,000  Freddie Mac, 6.25% July 13, 2032 19,823,360 24,315,384 19,495,308 23,358,303 .
- . 39,172,960 48,049,653 38,537,231 46,173,385 9.0%
Insurance
9,000,000  Assurant Inc., 6.75% February 15, 2034 Senior Notes 9,763,020 12,019,279 9,762,773 11,697,268
2,600,000  OneAmerica Financial Partners, 7% October 15, 2033 2,830,672 3,472,109 2,802,873 3,358,262
5,000,000 Prudential Holdings LLC, 8.695% December 18, 2023 6,434,750 7,959,170 6,435,736 7,710,977
' 19,028,442 23,450,558 19,001,382 11,766,507 4.4%
Utilities
5,000,000  Duke Energy Corporation,
6.45% Qctober 15, 2032, Senior Notes 5,437,550 6,669,712 5,389,311 6,457,227
2,500,000  Progress Energy Inc., 7% October 30, 2031, Senior Notes 2,777,700 3,435.74% 2,767,603 3,316,003
5,000,000 TXU Corp,, 6.55% November 15, 2034, Senior Notes 4,982,250 6,162,566 4,962,486 5,945 803
' 13,197,500 16,268,027 13,119,420 15,719,033 3.1%
Miscellancous Industrics . I
8,000,000  Disney Enterprises Inc., 7.55% fuly 15, 2093, Senior Notes 9,402,320 11,629,770 9,502,612 11,385,555 2.2%
Total Carporate Debt Securirics S 80,801,222 § 99,398008 S5 80,160,645 § 96:044.480 18.7%
Contracts  Options
2,100 March Pur on March 2005 CBT Futures@110 $ 1,002,172 & 1236909 $ 1345313 3 1,611,886
1,600  March Pur on March 2005 CBT Furures@112 1,502,133 1,857,995 2,050,000 2.456.208
§ 2,504,308 S 3094904 § 3395313 8§ 4.‘068.094 0.8%
Torzl 5 S 430.826,425 S 518622454 § 427,003,868 § 51 I,IG 14,710 100.0%

The accompanying notes are an integral part of these financial statements,
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Notes to the Financial Statements
December 31, 2004

1. OI;ERATIONS

Flaherty & Crumrine Investment Grade Fixed Income Fund (the “Fund”) is a closed-end investment trust created under the laws of the
Province of Alberta on November 25, 2004, pursuant to an amended and restated dectaration of trust. Computershare Trust Company of
Canada is the Trustee and Brompton FFI Management Limited is the Manager and is responsible for managing the affairs of the Fund.
Flaherty 8 Crumrine Incorporated manages the Fund’s portfolio. The Fund commenced operations on December 15, 2004,

2. SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in accordance with Canadian generally accepted accounting principles and they include
estimares and assumptions made by management that affect the reported amounts of assets and liabilities at the date of these financial
statements and the reported amounts of income and expenses during the period. Actual results could differ from these estimates.

a} Valuation of Investments .
_The Fund’s investments are presented at market value. Investments that are publicly traded are valued at their closing price. If a closing
price is not available, these investments are valued using an average of the latest bid and ask prlCCS Short-term investments are valued
_ar cost which, when taken together with accrued interest income thereon, is an approximation of their market value. Listed options
.are valued at markcr values as reported on recogmzed exchanges. The value of any security which is traded over-the-counter will be
“priced at the average of the last bid and ask prices quoted by a major dealer in such securities.

b} Investment Transactions and Income Recognition
i Investment transactions are recorded on trade date and any realized gains or losses are recognized using the average cost of the
- investments. Interest income is recognized on an accrual basis. Dividend income is recognized on the ex-dividend date. Net realized
+ gains {losses) on invesrments and options include net realized gains or losses from foreign currency changes.

Option premiums paid or received by the Fund are, so long as the options are ourstanding, reflected as an asset or liability,
respectively, in the Statement of Investments and are valued ar an amount equal to the current market value of an option that would
have the effect of closing the position.

c)* Fareign Currency Forward Contracts
" The Find may enter into foreign currency forward contracts, which are agreements between two parties to buy and sell currencies ar
. a set price on a future dare. The market value of the contract will fluctuate with changes in currency exchange rates. The contract is
marked-to-market and the change in market value is recorded as an unrealized gain or loss. When the contract is closed, the Fund
. records a realized gain or loss equal to the difference between the value of the contract at the time it was opened and the valoe ar the
time it was closed.

d), Income Taxes
, The Fund qualifies as a mutual fund trust under the Income Tax Act (Canada). Provided the Fund makes distributions in each year of
, its net income and net realized capital gains, the Fund will not generally be liable for income tax. Ir is the intention of the Fund to distribute
all of its ner income and net realized capital gains on an annual basis. Accordingly, no income tax provision has been recorded,

¢) Foreign Exchange
The market value of investments and other assets and liabilities that are denominated in foreign currencies are translated into Canadian
. dollars at the noon rate of exchange on each valuation date. Purchases and sales of investments and income derived from investments
are translated at the rate of exchange prevailing at the time of such cransactions.

LI
f)- Fair Value of Financial Instruments
The fair value of the Fund’s financial instruments, which are composed of cash and short- -term investments, dividends and interest
. receivable, accounts payable and accrued liabilities and loans payable, approximates their carrying value. .

3. UNITS OF THE FUND

Authonzed
* The Fund is authorized to issue an unlimited number of transferable, redeemable units of beneficial interest, each of which represents an equal,
undivided interest in the net assets of the Fund. Each unit entitles the holder to one vote and to participate equally with respect to any and
. all distributions made by the Fund.

Units may be redeemed during November of any year, between rwenty and forty-five business days prior to the second last business day
. in November. Unitholders whose units are redeemed will receive a redemption price equal to the net asset value per unit on the redemption date.

Unirs may also be redeemed at least ten business days prior to the second last business day of each month, except for the month of

" November. Unitholders whose units are redeemed will receive a redemption price per unit equal o the lesser of (i) 96% of the weighted average

trading price of the units for the ten trading days preceding the redemption date and (i) 100% of the closing market price of
the units. -

" Issued
" For the period from December 1§ (commencement of operations) 1o December 31 ) 2004
) Number of Units Amount
Units - bcginr;ing of period — $ —
Initial public offering, net . ) : . 14,400,000 340,150,000
Exercise of over-allorment optien, net 480,000 . 11,370,000
Units issued under the distribution reinvestment plan (note 4) N ' R P
[ssued for services (note §) 2,310 53,451
Units - end of period 14,882,310 $ 351,573,451

" On December 13, 2004, the Fund compjeted its initial public offering of 14,400,000 units ata price of $25.00 for proceeds, net of agents’
fees and issuance costs, of $340,150,000.
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On December 30, 2004, the Fund completed the issuance of an additional 480,000 units at a price of $25.00 for proceeds, net of agents®
fees, of $11,370,000. The issuance of these addirional units was pursuant to the exercise of the over-ailotment option granted to the agents
in connection with the initial public offering.

During the period the Fund issued 2,310 units to the Manager in respect of its management fee.

The Fund received approval from the Toronto Stock Exchange for a normal course issuer bid for the period from December 22, 2004
through to December 21, 2005. Pursuant to the issuer bid, the Fund may purchase up to 1,436,000 units for cancellation. The Fund may
only repurchase units when the net asser value per unit exceeds its trading price. For the period from December 15, 2004 to December 31, 2004,

no units were purchased.

The weighted average number of units outstanding from the date of commencement of operations on December 15, 2004 to
December 31, 2004 was 14,456,606.

4, DISTRIBUTIONS TO UNITHOLDERS

Distributions, as deciared by the Manager, are made on a monthly basis to unitholders of record on the last business day of each month.
The distributions are payable by the tenth business day of the following month. For the period from December 15,2004 ro December 31, 2004,
no distributions were declared. Under the Fund’s distribution reinvestment plan, unitholders may elect to reinvest monthly distributions in
additional units of the Fund which may be issued from treasury or purchased on the open market. For the period from December 15, 2004
to December 31, 2004, no units were issued by the Fund pursuant to the reinvestment plan.

5. MANAGEMENT, ADVISOR AND SERVICE FEFS

Pursuant to a management agrecment, the Manager provides management and administrative services to the Fund, for which ir is paid
2 management fee equal to 0.35% per annum of the net asset value of the Fund, plus applicable taxes. The management fee may be paid in
cash or units at the option of the Manager. To the extent that units are issued from treasury for this purpose, they will be issued at the net
asset value per unit, During 2004, the entire management fee was paid in units. Flaherty & Crumrine Incorporated! the portfolio manager
for the Fund, and Brompton Capital Advisors Inc. are entitled to receive an aggregate fee equal to 0,70% per annum of the net asset value,
plus applicable taxes. Both fees are calculated and payable monthly. The Fund also pays to the Manager a service fec equal to 0.30%
per annum of the net asser value of the Fund. The service fee is in turn paid by the Manager to the investment dealers in proportion to the

number of units held by clients of each dealer ar the end of each calendar quarter,
6. INVESTMENT TRANSACTIONS
Investment transactions for the period from December 15 to December 31 were as follows:
2004
Proceeds from sale of investments and options ' $ 63,965,193
Less cost of investments and options sold:
Investments at cost — beginning of period —
Investments purchased during che period 593,219,810
Investments at cost — end of period {528,622,454)
Cost of investments and options sold during the period 64,597,356
Ner realized loss on sale of investments and options 5 {632,163)

Brokerage commissions on investments purchased and sold during the period ended December 31, 2004 amounted to $21,724.

7. FOREIGN CURRENCY ‘FORWARD CONTRACTS

The Fund uses foreign currency forward contracts to hedge foreign exchange risks associated with its US dollar|investment portfolio.
At December 31, 2004, the Fund had entered into the following foreign currency forward contracts with a Canadian chartered bank:

Canadian Dollars LIS Dollars Unrealized
Purchased Sold Delivery Date Gain

$ 70,446,262 $ 57,250,000 January 18, 2005 $ 1,843,944
2,030,595 1,650,000 February 18, 2005 53,140
72,483,815 58,900,000 March 18, 2005 1,893,427
1,030,222 1,650,000 April 18, 2005 53,026
215,514,960 171,750,000 January 15, 2015 4,348,550

$ 362,505,854 $ 291,200,000 ! $ 8,192,087

8. LOANS PAYABLE

Pursuant 1o an agreement with a Canadian chartered bank, the Fund maintains a 364-day revolving credit faciliry. The revolving credit faciliry
provides for maximum borrowings of $13.9 million for working capital purposes under one tranche and US$153.8 million under the second
tranche for investment purposes. Both tranches can be availed at either the prime rate of interest, the bankers’ acceptance rate plus a fixed
percentage, at the LIBOR rate plus a fixed percentage or by US base rate borrowings. At December 31, 2004, the Fund had
a US dollar loan equivalent to $182.4 million {US$152.3 million) outstanding under this facility. At December 31,12004, borrowings in
US dollars had an unrealized foreign exchange gain of $4,243,852. The credir facility is secured by a first-ranking and exclusive charge on
all of the Fund’s assets.

Costs incurred to establish the credit facility are deferred and amortized over its term. For the period from December 15, 2004 to
December 31, 2004, the Fund has recorded amortization of these costs in the amount of §1,635.

The credit facility is used by the Fund for the purchase of additional investments and for general Fund purposes.
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2004 Tax Information

The following information is applicable to holders who, for the purpose of the Income Tax Act (Canada), are resident in Canada and hold
trust units or shares as capital property outside of an RRSP, RRIF or DPSP. Trust holders should receive a T3 slip from their investment dealer
providing this informarion. Holders of Brompton Equity Split Corp. will receive a TS slip,

T3 supplementary slips for trust holdings will indicate Foreign Non-Business Income in Box 25, Other Taxable Income in Box 26, Capital
Gains in Box 21 and Dividend Income in Box 23, Dividend income is subject to the standard gross-up and federal dividend tax credit rules.

The return of capital component is a non-taxable amount that serves o reduce the adjusted cost base of trust units and is now reported
on the T3 supplementary slips in Box 42.

T3 supplementary slips for corporate holdings will indicare Dividend Income in Box 10, Taxable Dividends in Box 11 and the Federal
~ Dividend Tax Credit in Box 12. '

The following tables outline the break-down of the trust distributions declared in 2004 on a per unir basis.

Brompton VIP Income Trust

Foreign Other .
Record Payment Returnof  Non-Business Taxable Dividend Capital Total
Date ' Date Capital Income Income Income Gains Distriburion
Jan. 30, 2004 Feb. 13, 2004 $  0.03247 $ 0.01240 $  0.02392 § 0.00364 $ 0.010%0 3 0.08333
Feb. 27, 2004 Mar. 12, 2004 0.03247 0.01240 0.02392 0.00364 0.01090 0.08333
Mar. 31, 2004 Apr. 15, 2004 0.03247 0.01240 0.02392 0.00364 0.01090 0.08333
Apr. 30, 2004 May 14, 2004 0.03247 N 0.01240 0.02392 0.00364 0.01090 0.08333
May 31, 2004 June 14, 2004 0.03247 0.01240 0.02392 0.00364 0.010%0 0.08333
June 30, 2004 July 15, 2004 0.03247 0.01240 0.02392 0.00364 0.01090 0.08333
July 30, 2004 Aug. 16, 2004 0.03247 0.01240 0.02392 0.00364 0.010%0 0.08333
Aug. 31, 2004 Sep. 15§, 2004 0.03247 0.01240 0.02392 0.00364 0.01090 0.08333
Sep. 30, 2004 Ocr. 15, 2004 0.03247 0.01240 0.02392 0.00364 0.01090 0.08333
Ocr. 29, 2004 Nov. 12, 2004 0.03247 0.01240 0.02392 0.00364 0.01090 0.08333
Nov. 30, 2004 Dec. 14, 2004 0.03247 0.01240 0.02392 0.00364 0.01090 A 0.08333
Dec. 31, 2004 Jan. 17,2005 - 0.03247 0.01240 0.02392 0.00364 0.01090 0.08333
Dec. 31, 2004 Jan. 17, 2005" 0.03896 0.01488 0.02871 0.00437 0.01308 0.10000

§ 0.42860 § 016368 § 031575 5 0.04805 $ 0.14388 $ 1.09996

Brompton MVP Income Fund

'

1 Foreign Other
Record Payment Returnof  Non-Business Taxable Dividend Capital Total
Date - Date Capital Income Income - Income . Gains Distribution
Jan. 30, 2004 Feb. 13,2004 ° 3 0.00000 3 0.01495 $ 002374 § 0.00591 $ 003457 - § 0.07917
Feb. 27, 2004 Mar. 12, 2004 0.00000 0.01495 0.02374 0.00591 0.03457 0.07917
- Mar. 31, 2004 Apr. 15, 2004 0.00000 0.01495 0.02374 0.00591 0.03457 0.07917
Apr. 30, 2004 May 14, 2004 0.00000 0.01495 0.02374 0.00591 0.03457 0.07917
May 31, 2004 June 14, 2004 0.00000 0.01495 0.02374 0.00591 0.03457 0.07917
" June 30, 2004 July 15, 2004 0.00000 0.01495 0.02374 0.00591 0.03457 0.07917
July 30, 2004 Aug. 16, 2004 0.00000 0.01495 0.02374 0.00591 0.03457 0.07%17
Aug. 31, 2004 Sep. 15, 2004 0.00000 0.01455 0.02374 0.003591 0.03457 0.07917
" Sep. 30, 2004 .~ Oct. 15, 2004 0.06000 0.01495 0.02374 0.00591 0.03457 007917
¢ Oct. 29, 2004 Nov, 12, 2004 0.00000 0.01495 0.02374 0.00591 0.03457 0.07917
Nov.-30, 2004 " Dec. 14, 2004 0.00000 0.01495 0.02374 0.00591 0.03457 0.07517
Dec. 31, 2004 Jan. 17, 2005 0.00000 0.01495 0.02374 0.0059 0.03457 0.07517
« Dec. 31, 2004 Jan. 17, 2005 0.00000 0.01888 0.02999 0.00746 0.04367 0.10000
Dec. 31, 20047 Dec. 31, 2004 0.00000 0.00000 0.00000 0.00000 0.15748 0.15748

$  0.00000 $ 019828 § 031487 § 007838 §  0.6159% $ 1.20752

Brompton Stable Income Fund

Foreign Other .
Record Payment Return of Non-Business Taxable Dividend Capital Total
Date Date Capital Income Income Income Gains Distribution
Jan. 30, 2004 Feb. 13, 2004 § 003189 § 000020 § 002370 _$ 0.00286 § 000593 §  0.06458
Feb. 27, 2004 Mar. 12, 2004 0.0318% 0.00020 0.02370 0.00286 0.00593 0.06458
Mar. 31, 2004 Apr. 15, 2004 0.03189 0.00020 0.02370 0.00286 0.00593 0.06458
i Apr. 30, 2004 May 14, 2004 0.03189 0.00020 0.02370 0.00286 0.00593 0.06458
May 31, 2004 June 14, 2004 0.03189 0.00020 0.02370 0.00286 0.00593 0.06458
June 30, 2004 July 15, 2004 0.03189 0.00020 0.0237¢ 0.00286 0.00593 0.06458
 July 30, 2004 Aug. 16, 2004 0.03189 0.00020 0.02370 0.0028¢ 0.00593 0.06458
Aug. 31,2004 Sep. 15, 2004 0.03189 0.00020 0.02370 0.00286 0.00593 0.06458
Sep.'30, 2004 Oct. 15, 2004 '0.03189% 0.00020 0.02370 0.00286 0.00593 0.06458
QOct. 29, 2004 Nov. 12, 2004 0.03189 0.00020- 0.02370 0.00286 0.00593 0.06458
Nov., 30, 2004 Dec. 14, 2004 0.03189 0.00020 0.02370 0.00284 0.00593 0.06458
Dec. 31, 2004 Jan. 17, 2005 0.0318% 0.00020 0.02370 0.00285 0.00593 0.06458
Dec. 31, 2004V, Jan. 17, 2005™ 0.04938 0.00031 0.03670 0.00444 0.00917 0.10000

§  0.43206 $ 000271 $ 032110 § 003876 § 008033 §  0.87496

- Special cash distribution

@, The Fund's Declaration of Trust provides that an additional unit distribution is automatically payable in each year, if necessary, to unitholders on December 31
where the Fund has income for tax purposes which is’in excess of any distributions paid or made payable to unitholders during the year. This additional unit
distribution was then followed by a unit consolidation such that units cutstanding did not change. Unitholders on December 31, 2004 will be allocated additional
taxable capital gains with a marching increase in the adjusted cost base per unit.
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Brompton Equal Weight Income Fund

Foreign Other
Record Payment Rewrn of  Non-Business Taxable Dividend Capital Total
Date Dare Capital Income Income Income - | Gains Distribution
Jan. 30, 2004 Feb. 13, 2004 5 0.00000 § 000013 § 003229 § 000208 $ 004950 §  0.08400
Feb. 27, 2004 Mar. 12, 2004 0.00000 0.00013 0.03114 0.00200 0.04773 0.08100
Mar. 31, 2004 Apr. 15,2004 ‘ 0.00000 0.00013 0.03114 0.00200 0.04773 0.08100
Apr. 30, 2004 May 14, 2004 0.00000, 0.00013 0.03114 0.00200 0.04773 0.08100
May 31, 2004 -June 14, 2004 o 0.00000 0.00013" 0.03114 0.00200 0.04773 0.08100
June 30, 2004 July 15,2004 0.00000 0.00013 0.03229 0.00208 0.04950 0.08400
July 30, 2004 Aug. 16, 2004 0.00000, 0.00013 0.03229 0.00208 0.04950 0.08400
Aug. 31,2004 Sep. 15, 2004 0.00000 0.00013 0.03268 0.00210 0.0500% 0.08500
Sep. 30, 2004 Oct. 15, 2004 0.00000 0.00013 0.03268 0.00210 0.05009 0.08500
Oct. 29, 2004 Nov. 12, 2004 0.00000 0.60013 0.03268 0.00210 0.05009 0.08500
Nov. 30, 2004 Dec. 14, 2004 0.00000 0.00013 0.03268 0.00210 0.05009 0.08500
Dec. 31, 2004 Jan. 17,2005 . 0.00000 0.00013 0.03268 - - 0.00210 0.05009 ' 0.08500
Dec. 31, 2004 Jan. 17, 2005 0.00001" 0.00031 0.07688 0.00494 0.11786 0.20000

Business Trust Equal Weight Income Fund

$  0.00001 § 000187 § 046171 §  0.02968 $  0.70773 $ 1.20100

Foreign " Other
Record Payment . . Returnof  Non-Business Taxable Dividend Capital Total
Date Date . Capital . [ncotme Income Income Gains Distribution
Jan. 30, 2004 . Feb. 13, 2004 § 0.01189 § 000010 .$ 0.03684 § 0.00645 §  0.02472 $ 0.08000
Feb. 27, 2004 Mar. 12, 2004 0.01115 - 0.0000% 0.03453 0.00605 0.02318 0.07500
Mar. 31, 2004 Apr. 15, 2004 001115 ; 0.0000% 0.03453 0.00605 0.02318 0.07500
Apr. 30, 2004 May 14, 2004 0.01115 0.00009 0.03453 0.00605 0.02318 0.07300
May 31, 2004 June 14, 2004 0.01145 0.0000% 0.03545 0.00621 0.02380 -0.07700
June 30, 2004 July t5, 2004 0.01174 0.00010 0.03637 0.00637 0.02442 0.07900 |
July 30, 2004 Aug. 16, 2004 0.01174 0.00010 0.03637 0.00637 0.02442 0.07900
Aug. 31,2004 Sep. 15,2004 0.01174 0.00010 0.03637 0.00637 0.02442 0.07900 .
Sep. 30, 2004 Oct. 15, 2004 0.01189 0.00010 0.03684 0.00645 0.02472 0.08000
Qgct, 29, 2004 Nov. 12, 2004 0.01189 ° 0.00010 0.03684 0.00645 0.02472 0.08000
Nov. 30, 2004 Dec. 14, 2004 : 0.01115 0.00009 0.03453 0.00605 0.02318 0.07500
Dec. 31, 2004 Jan. 17, 2005 001115 0.00002 0.03453 0.00605 0.02318 0.07500
Dec. 31, 2004 Jan. 17, 200§ 0.02973 0.00024 0.09209 0.01613 0.06181 0.20000

§ 0.16782 § 0.00138 $ 051982 % 0.09105 $  0.34893 5 1.12900

Flaherty & Crumrine Investment Grade Preferred Fund

. Foreign Other
Record Payment Return of  Non-Business Taxable Dividend Capital Total
Date Date Capital Income Income Income Gains Distribution
June 30, 2004 July 15, 2004 $  0.04521 $ 008031 $ 0.01044 § 000000 $ 000987 §  0.14583
July 30, 2004 Aug. 16, 2004 . 0.04521 0.08031 0.01044 0.00000 . 0.00987 0.14583
Aug. 31,2004 Sep. 15,2004 - (04521 0.08031 0.01044 0.00000 - 0.00987 0.14583
Sep. 30, 2004 Oct. 15, 2004 - 0.04521 0.08031 0.01044 0.00000 0.00987 0.14583
Ocr. 29, 2004 ~Nov. 12, 2004 ! 0.04521 0.08031 0.01044 0.00000 0.00987 0.14583
Nov. 30, 2004 "Dec. 14, 2004 0.04521 0.08031 0.01044 0.00000 0.00987 0.14583
Dec. 31, 2004 Jan. 17, 2005 0.04521 0.08031 0.01044 0.00000 0.00987 0.14583

$  0.31647 $§ 056217 § 007308 § 000000 § 0.06_909 $ 1.02081

Brémpton Equal Weight Oil & Gas Income Fund

. Forcign Other
Record Payment Return of  Non-Business Taxable Dividend Capital Total
Date Date Capital Income Income Income Gains Distribution
Oct. 29, 2004 Nov. 12, 2004 $  0.03516 $  0.00000 % 0.05672 $ 0.00012 $ 0.00000 $ 0.09300
Nov. 30, 2004 Dec. 14, 2004 0.03888 0.00000 0.0609% 0.00013 0.00000 .10000
Dec. 31, 2004 + Jan. 17, 2005 0.03927 0.00000 0.06160 0.00014 0.00000 0.10100

$ 011430 5 000000 § 0.17931 § 0.0003% § 0.00000 §  0.29400

" Special cash distribution
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The following tables outline the breakdown of distributions paid in 2004 on a per share basis.

Brompton Equity Split Corp. (Class A Shares)

Record Payment Return of Total
Date Date Capital + Distribution
Apz 30, 2004 May 14, 2004 5 005 § 0.05
May 31, 2004 June 14, 2004 0.10 0.10
June 30, 2004 July 18, 2004 0.10 G.10
July 30, 2004 Aug. 16, 2004 0.10 0.10
Aug. 31, 2004 Sep. 15, 2004 0.10 0.10
Sep. 30, 2004 Ocr. 15, 2004 0.10 .10
Ocr. 29, 2004 Nov. 12, 2004 0.10 .10
Nov, 30, 2004 Dec. ¥4, 2004 0.10 0.10

$ 075 § 0.75

Brompton Equity Split Corp. (Preferred Shares)

Record Payment Return of Dividend . Total
Date Date Capital Income Distribution
May 31, 2004 June 14, 2004 § 001453 § 005110 § 0.06563
Aug. 31, 2004 Sep. 15, 2004 0.02906 0.102192 0.13125
Nov. 30, 2004 Dec. 14, 2004 0.02906 0.1021% 0.13125

3 0.07265 § 025548 3 0.32813

Risk Analysis of Brompton Funds

There are risks associated with an investment in units or shares of the Brompton Funds. Some of the more significant risks are outlined below.
A more complete description of each Fund’s risks is provided in its Annual Information Form which is available on the Brompton website at
www.bromptongroup.com.

1. Decline in the Net Asset Value of a Fund

The value of the portfolio investment held by a Fund can decline for a number of reasons including changes in commodity prices, adverse
movements in exchange rates, increases in interest rates, environmental problems, changes to government regulations, adverse financial
markets, insolvency, declines in asser values, operational and managemenr difficulties, or narural and other disasters. :

2. Declines in Distributions

The distribution levels of a Fund may decline due 1o reduced distributions or interest received from portfolio investments for a number of reasons
including all of the reasons listed in part 1 above. In the case of Brompton Equity Split Corp., the Fund’s ability to continue to pay its distributions
ts dependent on its success in realizing capital gains. Increases in the expenses of a Fund can lead 1o a decline in a Fund’s distributions.

3. Leverage

Although leverage can enhance the net asset value of a Fund during a period when a Fund’s investments have appreciated, it will exacerbate
the decline of net asset value during a falling market. The greater the amount of leverage, the greater the impact on net asset value of a rise
or decline in market prices of the Fund’s investments.

In addition, if interest rates increase during a period when leverage is utilized, increased interest costs will reduce income available to be
distributed by a Fund. Certain of the Brompton Funds have mirigated the risk of rising interest rates by fixing the rate of interest on a portion
of rhclr borrowings for periods of up to five years.

4. Trading Levels

There is a risk that units of 2 Fund may trade on the Toronto Stock Exchange at a discount to their net asser value, In order to mirigate this
risk, all of the Brompton Funds provide unitholders with the option to redeem their units ar 100% of net asset value once each year. In addition,
almost a¥l Brompton Funds have implemented an issuer bid which permits the Funds to purchase units on the Toronto Stock Exchange when
they trade at a discount to net asset vafue.

1 - - 0
5. Changes in Legislation
There can be no assurance that income tax laws will not be changed to adversely affect the amount of tax an investor may have to pay on
dlstrlbunons received.

6. Unitholder Liabilicy

On December 16, 2004, a new Ontario statute became effective and specified thar beneficiaries of a trust governed by the laws of Ontario
are nor liable, as benef:cmrlcs1 for any act, defaul, obligation or liability of the trust or any of its trustees. This protection, however, is only
applicable for those acts, defaults, obligations or liabilities arising from December 16, 2004 onwards. Similar provisions are already in place
ia both Alberta and Quebec.
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